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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, 2013

OR

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

For the transition period from to

Commission file number 001-36150

SORRENTO THERAPEUTICS, INC.

(Exact Name of Registrant as Specified in Its Charter)
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Delaware 33-0344842
(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification Number)

6042 Cornerstone Ct. West,
Suite B
San Diego, California 92121
(Address of Principal Executive Offices)
(858) 210-3700

(Registrant s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes 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 file or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer ~ Accelerated filer

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

The number of shares of the issuer s common stock, par value $0.0001 per share, outstanding as of November 8, 2013 was 21,678,353.
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PART I. FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements.

SORRENTO THERAPEUTICS, INC.
(A DEVELOPMENT STAGE COMPANY)

CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents
Grants receivable
Prepaid expenses and other, net

Total current assets
Property and equipment, net
Intangibles, net

Other, net

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable
Accrued payroll and related
Accrued expenses

Total current liabilities
Long-term debt

Commitments and contingencies

Stockholders equity:

Preferred stock, $0.0001 par value; 100,000,000 shares authorized and no shares issued and outstanding
Common stock, $0.0001 par value; 750,000,000 shares authorized and 16,479,734 and 12,004,687 shares
issued and outstanding at September 30, 2013 and December 31, 2012, respectively

Additional paid-in capital

Deficit accumulated during the development stage

Total stockholders equity
Total liabilities and stockholders equity

See accompanying notes
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September 30,
2013
(Unaudited)

$ 6,429,712
36,564
407,560

6,873,836
1,661,551
28,994,423
452,805

$ 37,982,615

$ 1,407,516
808,568
102,387

2,318,471
4,785,320

1,648
52,442,871
(21,565,695)

30,878,824

$ 37,982,615

December 31,
2012
(Audited)

$ 5,091,312
79,760
80,918

5,251,990
1,480,989

48,625

$ 6,781,604

$ 439,533
77,744
66,896

584,173

1,200
17,146,530
(10,950,299)

6,197,431

$ 6,781,604
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SORRENTO THERAPEUTICS, INC.

(A DEVELOPMENT STAGE COMPANY)

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:

Grant

Collaboration and reimbursable research and
development costs

Total revenues

Expenses:

Research and development

Acquired in-process research and development
General and administrative

Intangibles amortization

Total expenses

Loss from operations
Interest expense
Interest income

Net loss
basic and diluted

Net loss per share

Weighted average number of shares during the
period  basic and diluted

Table of Contents

(Unaudited)
Three Months Ended
September 30,
2013 2012
$ 83,791 $ 134,506
83,791 134,506
2,082,252 950,823
1,114,621 427,030
193,755
3,390,628 1,377,853
(3,306,837) (1,243,347)
(51,285)
1,677 2,118

$ (3,356,445)

$ (0.24)

14,135,261

$ (1,241,229)

$ (0.10)

11,963,699

See accompanying notes

Nine Months Ended
September 30,
2013 2012

$ 359,451 $ 461,790

359,451 461,790

5,621,969 2,667,347
1,210,000

3,752,233 890,262
313,339

10,897,541 3,557,609

(10,538,090) (3,095,819)

(82,975)

5,669 5,346
$(10,615,396) $ (3,090,473)
$ (0.80) $ (0.28)

13,303,581 11,210,899

Period from

January 25, 2006
(Inception) through

$

September 30,

2013
1,931,524

223,453

2,154,977

13,825,295
1,210,000
8,323,626

313,339

23,672,260

(21,517,283)
(82,975)
34,563

(21,565,695)
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SORRENTO THERAPEUTICS, INC.

(A DEVELOPMENT STAGE COMPANY)

CONSOLIDATED STATEMENTS OF STOCKHOLDERS

Balance, January 25, 2006 (Inception)
Issuance of common stock for $400 cash to
founders

Net loss

Balance, December 31, 2006
Net loss

Balance, December 31, 2007
Net loss

Balance, December 31, 2008

Issuance of restricted common stock for $291
cash to consultants in March

Issuance of common stock for $10 cash and a
$30 note to consultants in March

Issuance of common stock for cash at $0.98 per
share in June, net of issuance costs of $25,999
Issuance of common stock for cash at $1.12 per
share in September

Issuance of common stock to former QuikByte
stockholders in connection with the Merger
Costs associated with the Merger

Stock-based compensation

Net loss

Balance, December 31, 2009

Collection of note receivable

Issuance of common stock for cash at $3.50 per
share in December, net of issuance costs of
$159,905

Stock-based compensation

Net loss

Balance, December 31, 2010
Repurchase of common stock

Issuance of common stock in connection with the

exercise of stock options

Issuance of common stock for cash at $4.00 per
share in December, net of issuance costs of
$28,999

Reduction of stock issuance costs accrued in
December 2010

Stock-based compensation
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Common Stock

Shares Amount
$

4,077,493 408
4,077,493 408
4,077,493 408
4,077,493 408
296,155 30
40,775 4
2,360,611 236
1,785,375 179
442,958 44
9,003,367 901
1,028,686 102

10,032,053 1,003

(44,166) 5)
6,000 1
500,000 50

Additional
Paid-in
Capital

$

®)

®)

®)

®)
261
36
2,273,765
1,999,821
100,342

(168,767)
54,524

4,259,974

3,440,393
250,954

7,951,321
(33)

13,124

1,970,951

80,039
298,034

EQUITY (Unaudited)
Deficit
Accumulated
Stockholder During the
Note Development
Receivable Stage
$ $
(75,801)
(75,801)
(16,302)
(92,103)
(25,745)
(117,848)
(30)
(942,266)
(30) (1,060,114)

30

(1,808,386)

(2,868,500)

Total

400
(75,801)

(75,401)
(16,302)

(91,703)
(25,745)

(117,448)
291
10
2,274,001
2,000,000
100,386
(168,767)

54,524
(942,266)

3,200,731
30

3,440,495
250,954
(1,808,386)

5,083,824
43)

13,125

1,971,001

80,039
298,034

7
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Net loss (3,236,491) (3,236,491)
Balance, December 31, 2011 10,493,887 1,049 10,313,431 (6,104,991) 4,209,489
Issuance of common stock in connection with the

exercise of stock options 10,800 1 36,091 36,092
Issuance of common stock for cash at $4.00 per

share in May, net of issuance costs of $65,969 1,500,000 150 5,933,881 5,934,031
Stock-based compensation 863,127 863,127
Net loss (4,845,308) (4,845,308)
Balance, December 31, 2012 12,004,687 1,200 17,146,530 (10,950,299) 6,197,431
Issuance of common stock in connection with the

exercise of stock options 2,000 7,000 7,000
Issuance of common stock for cash at $4.50 per

share in March, net of issuance costs of $64,086 1,426,406 143 6,354,266 6,354,409
Issuance of common stock in connection with

assignment agreement 10,000 1 39,999 40,000
Issuance of common stock in connection with

IgDraSol merger at $9.25 per share 3,006,641 301 27,811,128 27,811,429
Issuance of common stock in connection with

Sherrington acquisition at $8.25 per share 30,000 3 247,497 247,500
Issuance of common stock warrants in

connection with loan and security agreement 214,680 214,680
Stock-based compensation 621,771 621,771
Net loss (10,615,396) (10,615,396)
Balance, September 30, 2013 16,479,734  $ 1,648 $52,442,871 $ $(21,565,695) $ 30,878,824

See accompanying notes
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SORRENTO THERAPEUTICS, INC.

(A DEVELOPMENT STAGE COMPANY)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Operating activities
Net loss

(Unaudited)

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

Depreciation and amortization

Stock-based compensation

Non-cash interest expense

Changes in operating assets and liabilities, net of acquisition:
Grants receivable

Prepaid expenses and other

Accounts payable

Accrued expenses and other liabilities

Net cash used for operating activities

Investing activities

Purchases of property and equipment
Purchase of intangible assets

Cash acquired in connection with Merger

Net cash used for investing activities

Financing activities

Proceeds from issuance of common stock, net of issuance costs
Proceeds from exercise of stock options

Net borrowings under debt agreements

Net cash provided by financing activities

Net change in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure:
Cash paid during the period for:
Income taxes

Interest

Non-cash investing activities:

Nine Months Ended
September 30,
2013 2012
$(10,615,396) $ (3,090,473)
637,648 209,038
621,771 290,072
35,324
43,196 (24,838)
(348,421) (36,947)
824,878 169,786
(477,452) 15,119
(9,278,452) (2,468,243)
(359,327) (491,096)
(511,065)
125,835
(744,557) (491,096)
6,354,409 5,934,031
7,000 4,200
5,000,000
11,361,409 5,938,231
1,338,400 2,978,892
5,091,312 3,466,549
$ 6,429,712 $ 6,445,441
$ 800 $ 800
$ 47,650 $

Period from
January 25, 2006
(Inception)
through
September 30, 2013

$ (21,565,695)
1,116,337
2,088,410

35,324
(36,564)
(457,815)

1,001,824
(252,773)

(18,070,952)

(2,081,043)
(511,065)
230,695

(2,361,413)

21,805,860
56,217
5,000,000

26,862,077

6,429,712

$ 6,429,712

$ 5,600
$ 47,650

In January 2013, a portion of the Company s purchased patent rights were from the issuance of 10,000 shares of common stock valued at

$40,000.
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In September 2013, the Company issued 30,000 shares of common stock valued at $0.2 million to secure rights to acquire Sherrington
Pharmaceuticals, Inc., which is recorded in other assets. See Note 7.

In September 2013, the Company issued 3,006,641 shares of common stock valued at $27.8 million to effect the IgDraSol merger. See Note 3.

See accompanying notes
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SORRENTO THERAPEUTICS, INC.
NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2013
1. Nature of Operations, Summary of Significant Accounting Policies and Business Activities
Nature of Operations and Basis of Presentation

Sorrento Therapeutics, Inc., together with its wholly-owned subsidiaries (collectively, the Company ) is a biopharmaceutical company focused on
the discovery, acquisition, development and commercialization of proprietary drug therapeutics for addressing significant unmet medical needs

in the United States, Europe and additional international markets. The Company s primary therapeutic focus is oncology, including the treatment
of chronic cancer pain, but is also developing therapeutic products for other indications, including inflammation, metabolic disorders, and
infectious diseases. The Company s pipeline consists of its lead oncology product candidate Cynviloq , a micellar paclitaxel formulation,
resiniferatoxin, a non-opiate, ultra potent and selective agonist of the TRPV-1 receptor, as well as fully human therapeutic antibodies derived

from our proprietary G-MAB® library platform and antibody drug conjugates, or ADCs, antibody formulated drug conjugates, or AfDCs, and
recombinant intravenous immunoglobulin, or rIVIG. See Note 7.

Through September 30, 2013, the Company had devoted substantially all of its efforts to product development, acquiring companies and
in-licensing assets, raising capital and building infrastructure, and had not realized revenues from its planned principal operations. Accordingly,
the Company is considered to be in the development stage.

The accompanying interim consolidated financial statements have been prepared by the Company, without audit, in accordance with the
instructions to Form 10-Q and, therefore, do not necessarily include all information and footnotes necessary for a fair statement of its financial
position, results of operations and cash flows in accordance with generally accepted accounting principles in the U.S., or GAAP.

The balance sheet at December 31, 2012 is derived from the audited consolidated balance sheet at that date which is not presented herein.

In the opinion of management, the unaudited financial information for the interim periods presented reflects all adjustments, which are only
normal and recurring, necessary for a fair statement of financial position, results of operations and cash flows. These consolidated financial
statements should be read in conjunction with the consolidated financial statements included in the Company s Annual Report on Form 10-K for
the fiscal year ended December 31, 2012. Operating results for interim periods are not expected to be indicative of operating results for the
Company s 2013 fiscal year.

Reverse Stock Split

On July 30, 2013, the Company completed a 1-for-25 reverse split of its common stock. All common shares and per common share amounts in
the financial statements and footnotes have been adjusted retroactively to reflect the effects of this action.

Business Activities

On September 21, 2009, QuikByte Software, Inc., a shell company (QuikByte) acquired Sorrento Therapeutics, Inc., a privately held Delaware
corporation (STI), in a reverse merger (the Reverse Merger ). Pursuant to the Reverse Merger, all of the issued and outstanding shares of STI
common stock were exchanged into an aggregate of 6,775,032 shares of QuikByte common stock and STI became a wholly owned subsidiary of
QuikByte. The holders of QuikByte s common stock as of immediately prior to the Reverse Merger held an aggregate of 2,228,332 shares of
QuikByte s common stock. STI and QuikByte reincorporated in Delaware in December 2009, and on December 4, 2009, STI merged with and
into QuikByte, the separate corporate existence of STI ceased and QuikByte continued as the surviving corporation. Contemporaneously,
QuikByte Software, Inc. changed its name to Sorrento Therapeutics, Inc. In connection with the Reverse Merger, the Company received cash of
$104,860.

In January 2013, the Company entered into an assignment agreement (the assignment agreement ) with Tien-Li Lee, M.D. and Jane Wu Lee,
M.D. as individuals (collectively, the Lees ) pursuant to which the Lees agreed to assign to the Company their right, title and interest throughout
the world in and to certain inventions and patents that provide for the production of recombinant intravenous immunoglobulins. See Note 2.
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On March 7, 2013, the Company entered into various agreements with IgDraSol, Inc. ( IgDraSol ) a private company focused on the development
of Cynviloq, an oncologic agent for the treatment of metastatic breast cancer, or MBC, non-small cell lung cancer, or NSCLC, and other cancers,
as follows: (i) an exclusive option agreement, (ii) an asset purchase agreement pursuant to which the Company agreed to purchase all
documentation, equipment, information and other know-how related to micellar nanoparticle technology encompassing Tocosol® and related
technologies, and (iii) an initial services agreement, pursuant to which, IgDraSol is to provide certain product development and technology

services related to the Company s antibody platform. See Note 3.
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Liquidity

As reflected in the accompanying consolidated financial statements, the Company has incurred operating losses since its inception in 2006, and
as of September 30, 2013, had an accumulated deficit of $21,565,695. At September 30, 2013, the Company had working capital of $4,555,365.

The Company anticipates that it will continue to incur net losses into the foreseeable future as it: (i) advances its Cynvilog™ asset into a
registration trial (a single bioequivalence study) and pursues other potential indications, (ii) acquires Sherrington Pharmaceuticals, Inc., or
Sherrington, and advances its pain drug into clinical trials, (iii) continues to identify and advance a number of fully human therapeutic antibody
and ADC preclinical drug candidates, (iv) acquires Concortis Biosystems, Corp., or Concortis, and (v) expands its corporate infrastructure,
including the costs associated with being a public company. See Note 7.

In September 2013, the Company entered into a $5,000,000 loan and security agreement with two banks pursuant to which the lenders provided
the Company a term loan, which was funded at closing. Contemporaneously with such closing, the Company repaid its then outstanding
equipment loan balance of $762,361. In October 2013, the Company: (i) closed an underwritten public offering of 4,772,500 shares of its
common stock, including the Underwriters exercise of an over-allotment of 622,500 shares of common stock, at $7.25 per share and total gross
proceeds of $34.6 million, and (ii) issued an aggregate $1,850,000 principal amount of Convertible Promissory Notes (the Notes ) that bear
interest at 7% per annum. Such Notes and related accrued interest automatically converted into 256,119 shares of common stock at $7.25 per
share effective in October 2013. Management believes the Company has the ability to meet all obligations due over the course of the next twelve
months. See Note 7.

The Company plans to continue to fund its losses from operations and capital funding needs through public or private equity or debt financings,
strategic collaborations, licensing arrangements, asset sales, government grants or other arrangements. The Company filed a universal shelf
registration statement on Form S-3 with the Securities and Exchange Commission ( SEC ), which was declared effective by the SEC in July 2013.
The Shelf Registration Statement provides the Company the ability to offer up to $100 million of securities, including equity and other securities
as described in the registration statement. After the October 2013 underwritten offering, the Company has the ability to offer up to $65.4 million
of additional securities. Pursuant to the Shelf Registration Statement, the Company may offer such securities from time to time and through one
or more methods of distribution, subject to market conditions and the Company s capital needs. Specific terms and prices will be determined at
the time of each offering under a separate prospectus supplement, which will be filed with the SEC at the time of any offering. However, the
Company cannot be sure that such additional funds will be available on reasonable terms, or at all. If the Company is unable to secure adequate
additional funding, the Company may be forced to make reductions in spending, extend payment terms with suppliers, liquidate assets where
possible, and/or suspend or curtail planned programs. In addition, if the Company does not meet its payment obligations to third parties as they
come due, it may be subject to litigation claims. Even if the Company is successful in defending against these claims, litigation could result in
substantial costs and be a distraction to management. Any of these actions could materially harm the Company s business, results of operations,
and future prospects.

If the Company raises additional funds by issuing equity securities, substantial dilution to existing stockholders would 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.

Principles of Consolidation

The financial statements also include the accounts of the Company s wholly-owned subsidiaries, IgDraSol, Sorrento Therapeutics, Inc. Hong
Kong Limited, or Sorrento Hong Kong. Sorrento Hong Kong had no operating activity through September 30, 2013. All inter-company balances
and transactions have been eliminated in consolidation.

Use of Estimates

The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions 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 expenses during the reporting period. Management believes that these estimates are reasonable; however, actual results
may differ from these estimates. Such adjustments could include, for example, appropriate estimates for Company bonus plans normally
determined or settled at year-end.

Cash and Cash Equivalents

Table of Contents 13
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The Company considers all highly liquid investments purchased with original maturities of three months or less to be cash equivalents. The

Company minimizes its credit risk associated with cash and cash equivalents by periodically evaluating the credit quality of its primary financial
institution. The balance at times may exceed federally insured limits. The Company has not experienced any losses on such accounts.
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Fair Value of Financial Instruments

The Company s financial instruments consist of cash and cash equivalents, grants receivable, prepaid expenses and other assets, accounts payable
and accrued expenses. Fair value estimates of these instruments are made at a specific point in time, based on relevant market information.

These estimates may be subjective in nature and involve uncertainties and matters of significant judgment and therefore cannot be determined
with precision. As of September 30, 2013 and December 31, 2012, the carrying amount of cash and cash equivalents, grants receivable, prepaid
expenses and other assets, accounts payable and accrued liabilities are generally considered to be representative of their respective fair values
because of the short-term nature of those instruments.

Grants Receivable

Grants receivable at September 30, 2013 and December 31, 2012 represent amounts due under federal contracts with the National Institute of
Allergy and Infectious Diseases, or NIAID, a division of the National Institutes of Health ( NIH ), collectively, the NIH Grants. The Company
considers the grants receivable to be fully collectible; accordingly, no allowance for doubtful amounts has been established. If amounts become
uncollectible, they are charged to operations.

Property and Equipment

Property and equipment are stated at cost and depreciated on a straight-line basis over the estimated useful lives of the assets. Such lives vary
from three to five years. Leasehold improvements are amortized over the lesser of the life of the lease or the life of the asset.

Intangibles

Patent rights are stated at cost and depreciated on a straight-line basis over the estimated useful lives of the assets, determined to be
approximately nineteen years from the date of transfer of the rights to the Company in April 2013. The Company had no patent rights as of
December 31, 2012. Amortization expense for the three and nine months ended September 30, 2013 was $1,250 and $2,500, respectively, which
has been included in intangibles amortization.

License rights are stated at cost and depreciated on a straight-line basis over the estimated useful lives of the assets, determined to be
approximately fifteen years from the date of acquisition of the rights in September 2013. The Company had no licenses rights as of

December 31, 2012. Amortization expense for the three and nine months ended September 30, 2013 was $110,839, which has been included in
intangibles amortization.

Impairment of Long-Lived Assets

The Company evaluates its long-lived assets with definite lives, such as property and equipment, patent and license rights, for impairment by
considering competition by products prescribed for the same indication, the likelihood and estimated future entry of non-generic and generic
competition with the same or similar indication and other related factors. The factors that drive the estimate of the life are often uncertain and are
reviewed on a periodic basis or when events occur that warrant review. Recoverability is measured by comparison of the assets book value to
future net undiscounted cash flows that the assets are expected to generate. There have not been any impairment losses of long-lived assets
through September 30, 2013.

Income Taxes

The provisions of the Financial Accounting Standards Board ( FASB ) Accounting Standards Codification ( ASC ) 740-10, Uncertainty in Income
Taxes, address the determination of whether tax benefits claimed or expected to be claimed on a tax return should be recorded in the financial
statements. Under ASC 740-10, the Company may recognize the tax benefit from an uncertain tax position only if it is more likely than not that

the tax position will be sustained on examination by taxing authorities, based on the technical merits of the position. The Company has

determined that it has no uncertain tax positions.

The Company accounts for income taxes using the asset and liability method to compute the differences between the tax basis of assets and
liabilities and the related financial amounts, using currently enacted tax rates.

The Company has deferred tax assets, which are subject to periodic recoverability assessments. Valuation allowances are established, when
necessary, to reduce deferred tax assets to the amount that more likely than not will be realized. The Company evaluates the recoverability of the
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Revenue Recognition

The Company s revenues are generated from the NIH and U.S. Treasury grant awards and a feasibility study agreement, or the Collaboration
Agreement, that the Company entered into with a third party in July 2010. The revenue from the NIH and U.S. Treasury grant awards are based
upon subcontractor and internal costs incurred that are specifically covered by the grant, and where applicable, a facilities and administrative rate
that provides funding for overhead expenses. These revenues are recognized when expenses have been incurred by subcontractors or when the
Company incurs internal expenses that are related to the grant.

The revenue from the Collaboration Agreement is derived from the completion of certain development services and the reimbursement of certain
development costs incurred to provide such development services. Revenue from upfront, nonrefundable service fees are recognized when
earned, as evidenced by written acknowledgement from the collaborator, or other persuasive evidence that all service deliverables have been
achieved, provided that the service deliverables are substantive and their achievability was not reasonably assured at the inception of the
Collaboration Agreement. Any amounts received prior to satisfying the Company s revenue recognition criteria are recorded as deferred revenue.

Research and Development Costs and Collaborations

Research and development costs are charged to expense as incurred. Such costs primarily consist of discovery research, pre-clinical activities,
manufacture of drug supply, lab supplies, contract and acquired services, stock-based compensation expense, salaries and related benefits,
depreciation and allocated and direct facility expenses.

The Company evaluates its collaborative agreements for proper income statement classification based on the nature of the underlying activity. If
payments to collaborative partners are not within the scope of other authoritative accounting literature, the income statement classification for
these payments is based on a reasonable, rational analogy to authoritative accounting literature that is applied in a consistent manner. Amounts
due to collaborative partners related to development activities are reflected as a research and development expense.

Acquired In-Process Research and Development Expense

The Company has acquired and may continue to acquire the rights to develop and commercialize new drug candidates. The up-front payments to
acquire a new drug compound, as well as future milestone payments, are immediately expensed as acquired in-process research and
development provided that the drug has not achieved regulatory approval for marketing and, absent obtaining such approval, has no alternative
future use.

Stock-based Compensation

The Company accounts for stock-based compensation in accordance with FASB ASC Topic 718, which establishes accounting for equity
instruments exchanged for employee services. Under such provisions, stock-based compensation cost is measured at the grant date, based on the
calculated fair value of the award, and is recognized as an expense, under the straight-line method, over the employee s requisite service period
(generally the vesting period of the equity grant).

The Company accounts for equity instruments, including restricted stock or stock options, issued to non-employees in accordance with
authoritative guidance for equity-based payments to non-employees. Stock options issued to non-employees are accounted for at their estimated
fair value determined using the Black-Scholes option-pricing model. The fair value of options granted to non-employees is re-measured as they
vest, and the resulting increase in value, if any, is recognized as expense during the period the related services are rendered. Restricted stock
issued to non-employees is accounted for at estimated fair value as they vest.

Net Loss per Share

Net loss per share is presented as both basic and diluted net loss per share. Basic net loss per share excludes any dilutive effects of options,
shares subject to repurchase and warrants. Diluted net loss per share includes the impact of potentially dilutive securities. No dilutive effect was
calculated for the three or nine months ended September 30, 2013 and 2012 as the Company reported a net loss for each respective period and
the effect would have been anti-dilutive. The Company had outstanding common share equivalents of 551,850 and 460,668 at September 30,
2013 and 2012, respectively. The Company excludes the potential issuance of common shares contingently issuable to the Lees or IgDraSol as
there is no guarantee that such shares will be issued in the future. See Notes 2 and 3.

New Accounting Standards
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In July 2012, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update, or ASU, 2012-02, Intangibles Goodwill
and Other (Topic 350): Testing Indefinite-Lived Intangible Assets for Impairment (the revised standard). The objective of this ASU is to
simplify how entities test indefinite-lived intangible assets other than goodwill for impairment. The amendments in the ASU provide the option
to first assess qualitative factors to determine whether, as a result of its qualitative assessment, that it is more-likely-than-not (a likelihood of
more than 50%) the asset is impaired and it is necessary to calculate the fair
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value of the asset in order to compare that amount to the carrying value to determine the amount of the impairment, if any. If an entity believes,
as a result of its qualitative assessment, that it is not more-likely-than-not (a likelihood of more than 50%) that the fair value of an asset is less
than its carrying amount, no further testing is required. The revised standard includes examples of events and circumstances that might indicate
that the indefinite-lived intangible asset is impaired. The approach in the ASU is similar to the guidance for testing goodwill for impairment
contained in ASU 2011-08, intangibles Goodwill and Other (Topic 350): Testing Goodwill for Impairment. The revised standard, which may be
adopted early, is effective for annual and interim impairment tests performed for fiscal years beginning after September 15, 2012 and does not
change existing guidance on when to test indefinite-lived intangible assets for impairment. The adoption of the provisions of this guidance is not
expected to have a material impact on the Company s consolidated results of operations, cash flows, and financial position.

2. Significant Agreements and Contracts
License Agreement with OPKO Health, Inc.

In June 2009, the Company entered into a limited license agreement, or the OPKO License, with OPKO Health, Inc., or OPKO, pursuant to
which the Company granted OPKO an exclusive, royalty-free, worldwide license under all U.S. and foreign patents and patent applications
owned or controlled by the Company or any of its affiliates, or the STI Patents, to: (i) develop, manufacture, use, market, sell, offer to sell,
import and export certain products related to the development, manufacture, marketing and sale of drugs for ophthalmological indications, or the
OPKO Field, and (ii) use and screen any population of distinct molecules covered by any claim of the STI Patents or which is derived by use of
any process or method covered by any claim of the STI Patents to identify, select and commercialize certain products within the OPKO Field.
Subject to certain limitations, OPKO will have the right to sublicense the foregoing rights granted under the OPKO License. Additionally,
pursuant to the OPKO License, OPKO has granted the Company an exclusive, royalty-free, worldwide license to any patent or patent application
owned or controlled by OPKO or any of its affiliates to develop, use, make, market, sell and distribute certain products in any field of use, other
than the OPKO Field, or the OPKO Patents.

The Company has retained all rights to the STI Patents outside of the OPKO Field and has agreed not to practice the OPKO Patents or the STI
Patents outside the STI current field of use. Unless otherwise terminated in accordance with its terms, the License Agreement will expire upon
the expiration of the last to expire patent within the STI Patents and OPKO Patents on a country-by-country basis.

License Agreement with The Scripps Research Institute

In January 2010, the Company entered into a license agreement, or the TSRI License, with The Scripps Research Institute, or TSRI. Under the
TSRI License, TSRI granted the Company an exclusive, worldwide license to certain TSRI patent rights and materials based on quorum sensing
for the prevention and treatment of Staphylococcus aureus ( Staph ) infections, including Methicillin-resistant Staph. In consideration for the
license, the Company: (i) issued TSRI a warrant for the purchase of common stock, (ii) agreed to pay TSRI a certain annual royalty commencing
in the first year after certain patent filing milestones are achieved, (iii) agreed to pay a royalty on any sales of licensed products by the Company
or its affiliates and a royalty for any revenues generated by the Company through its sublicense of patent rights and materials licensed from
TSRI under the TSRI License. The TSRI License requires the Company to indemnify TSRI for certain breaches of the agreement and other
matters customary for license agreements. The parties may terminate the TSRI License at any time by mutual agreement. In addition, the
Company may terminate the TSRI License by giving 60 days notice to TSRI and TSRI may terminate the TSRI License immediately in the
event of certain breaches of the agreement by the Company or upon the Company s failure to undertake certain activities in furtherance of
commercial development goals. Unless terminated earlier by either or both parties, the term of the TSRI License will continue until the final
expiration of all claims covered by the patent rights licensed under the agreement. For the three months ended September 30, 2013 and 2012 and
for the period from inception (January 25, 2006) ( Inception ) through September 30, 2013, the Company recorded $13,418, $5,293 and $147,570
in patent prosecution and maintenance costs associated with the TSRI License, respectively. For the nine months ended September 30, 2013 and
2012, the Company recorded $20,225 and $27,861 in patent prosecution and maintenance costs associated with the TSRI License, respectively.
All such costs have been included in general and administrative expenses.

Table of Contents 19



Edgar Filing: Sorrento Therapeutics, Inc. - Form 10-Q

Table of Conten
License Agreement with B.G. Negev Technologies and Applications Ltd.

In July 2013, the Company entered into an exclusive option agreement with B.G. Negev Technologies and Applications Ltd. ( BGN ). Pursuant to
the terms of the option agreement, BGN granted the Company an option to receive an exclusive sub-licensable worldwide license in and to

certain licensed patent rights to develop and commercialize the licensed products. Licensed patent rights refers to any rights arising out of or
resulting from any patent application filed by the Company for certain BGN technology relating to a group of defined fully human antibodies

that bind to a Hep. C protease enzyme.

NIH Grants

In May 2010, the NIAID awarded the Company an Advanced Technology Small Business Technology Transfer Research grant to support the
Company s program to generate and develop novel antibody therapeutics and vaccines to combat Staph infections, including Methicillin-resistant
Staph, or the Staph Grant award. The project period for the Staph Grant award covers a two-year period which commenced in June 2010, with a
potential award of $300,000 per year. As of December 31, 2012, the entire Phase 1 grant of $600,000 had been awarded and recognized as
revenue. The Company records revenue associated with the grant as the related costs and expenses are incurred. During the three and nine

months ended September 30, 2012, and for the period from Inception through September 30, 2013, the Company recorded $0, $119,379 and
$600,000 of revenue associated with the Staph Grant award, respectively.

In July 2011, the NIAID awarded the Company a second Advanced Technology Small Business Technology Transfer Research grant, with an
initial award of $300,000, to support the Company s program to generate and develop antibody therapeutics and vaccines to combat C. difficile
infections, or the C. difficile Grant award. The project period for the C. difficile Grant award covers a two-year period which commenced in
June 2011, and as of September 30, 2012, the entire Phase 1 grant of $600,000 had been awarded. During the three months ended September 30,
2013 and 2012, and for the period from Inception through September 30, 2013, the Company recorded $0, $94,707 and $592,717 of revenue
associated with the C. difficile Grant award, respectively. During the nine months ended September 30, 2013 and 2012, the Company recorded
$143,940 and $265,811 of revenue associated with the C. difficile Grant award, respectively.

In June 2012, the NIAID awarded the Company a third Advanced Technology Small Business Technology Transfer Research grant, with an
initial award of $300,000, to support the Company s program to generate and develop novel human antibody therapeutics to combat Staph
infections, including Methicillin-resistant Staph, or the Staph Grant II award. The project period for the phase I grant covers a two-year period
which commenced in June 2012, with a potential annual award of $300,000 per year. During the three months ended September 30, 2013 and
2012, and for the period from Inception through September 30, 2013, the Company recorded $83,791, $39,799 and $344,328, respectively, of
revenue associated with the Staph Grant II award. During the nine months ended September 30, 2013 and 2012, the Company recorded
$215,512 and $39,799 of revenue associated with the Staph Grant IT award, respectively.

Collaboration Agreement

In July 2010, the Company entered into the Collaboration Agreement with a third party. Under the terms of the Collaboration Agreement, the
Company provided certain antibody screening services for an upfront cash fee of $200,000 and was reimbursed for certain costs and expenses
associated with providing the services, or the Development Costs. The upfront fee and reimbursable Development Costs were accounted for as
separate units of accounting. The Company recorded the gross amount of the reimbursable Development Costs as revenue and the costs
associated with these reimbursements are reflected as a component of research and development expense.

Any amounts received by the Company pursuant to the Collaboration Agreement prior to satisfying the Company s revenue recognition criteria
are recorded as deferred revenue. All agreed upon services under the Collaboration Agreement were delivered in March 2011. For the period
from Inception through September 30, 2013, the Company recognized $223,453 in revenue.

U.S. Treasury Grants

During 2010, the U.S. Treasury awarded the Company grants totaling $394,480 for investments in qualifying therapeutic discovery projects
under section 48D of the Internal Revenue Code. The proceeds from this grant are classified in Revenues Grant for the period from Inception
through September 30, 2013.

Assignment Agreement

In January 2013, the Company entered into the assignment agreement, pursuant to which the Lees agreed to assign to the Company their right,
title and interest throughout the world in and to certain inventions and patents that provide for the production of recombinant intravenous
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Company: (i) issued the Lees 10,000 shares of the Company s common stock upon execution of the assignment agreement, (ii) paid the Lees
$50,000 in five monthly installments of $10,000 beginning on February 1, 2013, and (iii) agreed to issue the Lees up to 80,000 shares of the
Company s common stock based upon the achievement of certain milestone events described in the assignment agreement. Unless otherwise
terminated in accordance with its terms, the assignment agreement will expire upon the expiration of the last to expire patent within the assigned
patent rights.

3. IgDraSol Transactions and Acquisition

On March 7, 2013, the Company entered into an exclusive option agreement with IgDraSol, a private company focused on the development of
oncologic agents for the treatment of MBC, NSCLC, and other cancers. IgDraSol granted the Company an irrevocable option to acquire
IgDraSol by means of an agreement and plan of merger, and was paid a non-refundable lump sum payment of $200,000 in April 2013. Such
payment was capitalized and amortized in full over the life of the option period as intangibles amortization as of September 30, 2013.

The Company entered into an initial services agreement dated March 7, 2013 with IgDraSol, wherein IgDraSol provided certain product
development and technology services related to antibody-based nanotherapeutics. In March 2013, IgDraSol was paid a non-refundable payment
of $1,000,000 and the related services were completed prior to May 31, 2013. In addition, the Company entered into an asset purchase
agreement with IgDraSol whereby it agreed to purchase all documentation, equipment, information and other know-how related to micellar
nanoparticle technology encompassing Tocosol® and related technologies for a purchase price of $1,210,000. The purchase price was paid in
April 2013 and was recognized as acquired in-process research and development expense. Also in April 2013, the Company entered into a
development services agreement with IgDraSol related to the development of Tocosol® and related technologies. For the three and nine months
ended September 30, 2013, the Company recorded $875,133 and $1,721,193, respectively, of operating expenses associated with the
development services agreement.

On September 9, 2013, the Company exercised its option to acquire IgDraSol whereby IgDraSol became a wholly-owned subsidiary. Pursuant to
the merger agreement, the Company issued 3,006,641 shares of common stock to IgDraSol stockholders and paid $0.4 million in cash. Upon the
later achievement of a specified regulatory milestone, the Company will issue an additional 1,306,272 shares of common stock to former
IgDraSol stockholders.

The following tables summarize the consideration transferred to acquire IgDraSol and the amounts of identified assets acquired and liabilities
assumed at the acquisition date.

The purchase price is summarized as follows:

(in thousands)
Cash buyout of certain holders of IgDraSol common stock options and

warrants $ 356.1
Market value of shares of Sorrento common stock issued in exchange for

IgDraSol common stock 27,811.4
Transaction fees, including separation and bonus payments of $771,000

made to IgDraSol employees 937.8
Total purchase price $ 29,1053

The purchase price has been allocated based on the fair value of assets acquired and liabilities assumed ($ in thousands):

Assets acquired:

Cash $ 12538
Prepaid expenses & other 44.9
PP&E 120.9
Intangible license rights 29,105.3
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Total assets

Liabilities assumed:
Accounts payable
Accrued expenses

Total liabilities

Total purchase price
The intangible license rights will be amortized through fiscal 2028 at an annual rate of $1,900,093.
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4. Debt
Equipment Loan and Security Agreement

In February 2013, the Company entered into an equipment loan and security agreement with a bank pursuant to which the lender provided the
Company a loan in the principal amount of $875,888 to finance certain equipment. Interest accrues on the outstanding advance at the fixed rate
of 5.15%. The Company granted the lender a security interest in any equipment that is financed under the equipment loan agreement. In
September 2013, the equipment loan was paid in full, the Company had no further obligations thereunder, and the bank released its security
interest in such assets.

Loan and Security Agreement

In September 2013, the Company entered into a $5,000,000 loan and security agreement with two banks pursuant to which the lenders provided

the Company a term loan, or the Term Loan, which was funded at closing. The interest rate on the Term Loan is 7.95% per annum. The

Company will make interest only payments on the outstanding amount of the loan on a monthly basis until November 1, 2014, after which equal
monthly payments of principal and interest are due. The maturity date of the Term Loan is April 15, 2017. The Term Loan is secured by a

security interest in all of the Company s assets except intellectual property. The Company s intellectual property is subject to a negative pledge. In
connection with the Term Loan, the Lenders received a warrant to purchase an aggregate 31,250 shares of the Company s common stock at an
exercise price of $8.00 per share exercisable for seven years from the date of issuance. The value of the warrants, totaling $214,680, was

recorded as debt discount and additional paid-in capital in the consolidated balance sheet as of September 30, 2013.

At the Company s option, it may prepay all of the outstanding principal balance, subject to certain pre-payment fees ranging from 1% to 3% of
the prepayment amount. In the event of a final payment of the loans under the loan agreement, either in the event of repayment of the loan at
maturity or upon any prepayment, the Company is obligated to pay a final fee of $200,000.

The Company is also subject to certain affirmative and negative covenants under the loan agreement, including limitations on its ability to:
undergo certain change of control events; convey, sell, lease, license, transfer or otherwise dispose of any equipment financed by loans under the
loan agreement; create, incur, assume, guarantee or be liable with respect to indebtedness, subject to certain exceptions; grant liens on any
equipment financed under the loan agreement; and make or permit any payment on specified subordinated debt. In addition, under the loan
agreement, subject to certain exceptions, the Company is required to maintain with the lender its primary operating, other deposit and securities
accounts.

Future annual principal payments under the loan agreement, as of September 30, 2013, are as follows:

2014 $ 303,406
2015 1,907,040
2016 2,064,298
2017 725,256
Debt discount (214,680)
Long-term debt $ 4,785,320

5. Stockholders Equity
Common Stock and Related Party Transaction

In December 2011, the Company entered into a Stock Purchase Agreement, or the Stock Purchase Agreement, and issued 500,000 shares of
common stock in a private placement transaction at $4.00 per share, for aggregate gross proceeds of $2,000,000. In May 2012, the Company
entered into an Amended and Restated Stock Purchase Agreement, and issued 1,500,000 shares of common stock in a private placement
transaction at $4.00 per share, for aggregate gross proceeds of $6,000,000. Two hundred and fifty thousand of the shares were purchased by an
investor, Hongye SD Group, LLC, of which Dr. Henry Ji, the Company s Chief Executive Officer and President, is a managing director.

In January 2013, the Company entered into the assignment agreement and issued 10,000 shares of common stock valued at $40,000.
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In March 2013, the Company entered into a Stock Purchase Agreement and issued 1,426,406 shares of common stock, in a private placement
transaction, at $4.50 per share for aggregate gross proceeds of $6,418,495.

In April 2013, Company s stockholders approved, among other items, three amendments to the Company s Certificate of Incorporation, as
follows: (i) increased the number of shares of common stock authorized to be issued by the Company from
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500,000,000 to 750,000,000, (ii) authorized the Company s Board of Directors, or the Board, to effect a reverse stock split of the Company s
common stock by a ratio of not less than 1-for-2 and not more than 1-for-150, with the Board having the discretion as to whether or not the
reverse split is to be effected at any time prior to April 26, 2014, and (iii) authorized the Board, in the event a reverse stock split is approved, in
its discretion, to reduce the number of shares of common stock authorized to be issued by the Company in proportion to the percentage decrease
in the number of outstanding shares of common stock resulting from the reverse split (or a lesser decrease in authorized shares of common stock
as determined by the Board in its discretion). See Note 1.

Stock Incentive Plans
2009 Equity Incentive Plan

In February 2009, prior to the Merger, the Company s Board of Directors approved the 2009 Equity Incentive Plan, or the EIP, under which
400,000 shares of common stock were reserved for issuance to employees, non-employee directors and consultants of the Company. In March
2009, the Company issued 296,155 restricted common stock awards to certain consultants for aggregate gross proceeds of $291, of which the
Company repurchased 44,166 unvested shares of restricted common stock for $43 in January 2011. The restricted shares vested monthly over
four years and all remaining shares were fully vested as of September 30, 2013. No further shares are available for grant under the EIP.

2009 Non-Employee Director Grants

In September 2009, prior to the adoption of the 2009 Stock Incentive Plan, the Company s Board of Directors approved the reservation and
issuance of 8,000 nonstatutory stock options to the Company s non-employee directors. The outstanding options vested on the one year
anniversary of the vesting commencement date in October 2010. Such options are exercisable on the two year anniversary of the grant date and
are generally exercisable for up to 10 years from the grant date. No further shares may be granted under this plan and, as of September 30, 2013,
3,200 options were outstanding.

2009 Stock Incentive Plan

In October 2009, the Company s stockholders approved the 2009 Stock Incentive Plan. In April 2013, the Company s stockholders approved,
among other items, the amendment and restatement of the 2009 Stock Incentive Plan, or the Stock Plan, to increase the number of common stock
authorized to be issued pursuant to the Stock Plan to 1,360,000. Such shares of the Company s common stock are reserved for issuance to
employees, non-employee directors and consultants of the Company. In addition, this amount will be automatically increased annually on the
first day of each fiscal year by the lesser of: (i) 1% of the aggregate number of shares of the Company s common stock outstanding on the last
day of the immediately preceding fiscal year, (ii) 200,000 shares, or (iii) an amount approved by the administrator of the Stock Plan. The Stock
Plan provides for the grant of incentive stock options, non-incentive stock options, stock appreciation rights, restricted stock awards, unrestricted
stock awards, restricted stock unit awards and performance awards to eligible recipients. Recipients of stock options shall be eligible to purchase
shares of the Company s common stock at an exercise price equal to no less than the estimated fair market value of such stock on the date of
grant. The maximum term of options granted under the Stock Plan is ten years. Employee option grants will generally vest 25% on each
anniversary of the original vesting date over four years. The vesting schedules for grants to non-employee directors and consultants will be
determined by the Company s Compensation Committee. Stock options are generally not exercisable prior to the applicable vesting date, unless
otherwise accelerated under the terms of the applicable stock plan agreement. Unvested shares of the Company s common stock issued in
connection with an early exercise however, may be repurchased by the Company upon termination of the optionee s service with the Company.

During the nine months ended September 30, 2013 and 2012, the Company s Board of Directors awarded 110,200 and 325,200 options to certain
employees and consultants and 833,400 and 147,800 shares were available for grant under the Stock Plan, respectively.

The Company uses the Black-Scholes valuation model to calculate the fair value of stock options. Stock based compensation expense is
recognized over the vesting period using the straight-line method. The fair value of employee stock options was estimated at the grant date using
the following assumptions:

Nine months ended September 30,

2013 2012
Dividend yield
Volatility 109% 102%
Risk-free interest rate 1.19% 0.71% - 1.11%
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Expected life of options 6.1 years 5.6 years
The weighted average grant date fair value per share of employee stock options granted during the nine months ended September 30, 2013 and
2012 was $4.78 and $3.25, respectively.
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The assumed dividend yield was based on the Company s expectation of not paying dividends in the foreseeable future. Due to the Company s
limited historical data, the estimated volatility incorporates the historical and implied volatility of comparable companies whose share prices are
publicly available. The risk-free interest rate assumption was based on the United States Treasury s rates for U.S. Treasury zero-coupon bonds
with maturities similar to those of the expected term of the award being valued. The weighted average expected life of options was estimated
using the average of the contractual term and the weighted average vesting term of the options.

The total employee stock-based compensation recorded as operating expenses was $157,853, $20,685 and $873,140 for the three months ended
September 30, 2013 and 2012 and for the period from Inception through September 30, 2013, respectively. The total employee stock-based
compensation recorded as operating expenses was $454,324 and $75,350 for the nine months ended September 30, 2013 and 2012, respectively.

As of September 30, 2013, unrecognized compensation cost related to the options was $1,654,334 which will be recognized over 2.9 years.

The Company records equity instruments issued to non-employees as expense at their fair value over the related service period as determined in
accordance with the applicable authoritative guidance and periodically revalues the equity instruments as they vest. Stock-based compensation
expense related to non-employee consultants recorded as operating expenses was $34,254, $66,130 and $1,215,270 for the three months ended
September 30, 2013 and 2012 and for the period from Inception through September 30, 2013, respectively. Stock-based compensation expense
related to non-employee consultants recorded as operating expenses was $167,447 and $214,722 for the nine months ended September 30, 2013
and 2012, respectively.

6. Income Taxes

The Company maintains deferred tax assets that reflect the net tax effects of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. These deferred tax assets include net operating loss
carryforwards, research credits and capitalized research and development. The net deferred tax asset has been fully offset by a valuation
allowance because of the Company s history of losses. Utilization of operating losses and credits may be subject to substantial annual limitation
due to ownership change provisions of the Internal Revenue Code of 1986, as amended, and similar state provisions. The annual limitation may
result in the expiration of net operating losses and credits before utilization.

7. Subsequent Events
Agreement and Plan of Merger Sherrington

On October 9, 2013, the Company and SP Merger Sub, Inc., a wholly owned subsidiary of the Company, Sherrington Pharmaceuticals, Inc. and

the stockholders of Sherrington (the Sherrington Holders ) entered into an Agreement and Plan of Merger and Reorganization (the Agreement )
pursuant to which the Company issued an aggregate of 200,000 shares of its common stock to the Sherrington Holders (the Merger Shares ) and
SP Merger Sub was merged into Sherrington (the Merger ). Pursuant to the Agreement, 29,350 of the Merger Shares are being held in escrow for
any potential indemnification claims. The Company filed a resale registration statement on Form S-3 with the Securities and Exchange
Commission on October 31, 2013 to register the Merger Shares.

Underwritten Public Offering and Nasdaq Uplisting
Underwritten Public Offering of Common Stock

On October 30, 2013, the Company closed an underwritten public offering of 4,150,000 shares of common stock, at $7.25 per share, and closed
the full exercise of the over-allotment option granted to the representative of the underwriters to purchase an additional 622,500 shares of its
common stock, with total gross proceeds of $34.6 million, before underwriting discounts and commissions and other offering expenses payable
by the Company. The common stock began trading on The NASDAQ Capital Market on October 25, 2013 under the symbol SRNE .

Purchase Warrants

Concurrent with the offering, the Company agreed to issue and sell to the underwriters a warrant ( Underwriters Warrant ) for the purchase of an
aggregate of 182,600 shares of Common Stock, representing 4.4% of the Firm Shares, for an aggregate purchase price of $100. The

Underwriters Warrant agreement is exercisable, in whole or in part, commencing on a date which is one (1) year after the effective date of the
Registration Statement and expiring on the five-year anniversary of the effective date of the Registration Statement at an initial exercise price

per share of Common Stock of $9.0625, which is equal to 125% of the initial public offering price of the Firm Shares.
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Convertible Promissory Notes

In October 2013, the Company issued an aggregate $1,850,000 principal amount of Notes that bear interest at 7% per annum. Concurrently with
the closing of the public offering, such Notes and related accrued interest automatically converted into 256,119 shares of common stock.

Agreement of Merger Concortis

On November 11, 2013, the Company and Catalyst Merger Sub, Inc., a wholly owned subsidiary of the Company, Concortis Biosystems, Corp.

( Concortis ) and Zhenwei Miao and Gang Chen entered into an Agreement of Merger pursuant to which, at the effective time of the merger, the
Company will issue an aggregate of 1,331,978 shares of its common stock to the shareholders of Concortis (the Concortis Merger Shares ) and
Catalyst Merger Sub will merge into Concortis (the Concortis Merger ). Pursuant to the merger agreement, 15% of the Concortis Merger Shares
will be held by the Company for any potential indemnification claims.

In connection with the merger, the Company agreed to appoint Dr. Zhenwei ( David ) Miao, the former President and Chief Scientific Officer of
Concortis, as its Chief Technical Officer. In addition, Dr. Miao and certain other employees of Concortis are to receive annual supplemental
cash bonus payments totaling $1,000,000 on December 31 of each of the years ending 2013, 2014, 2015, and 2016.

Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations.
This Quarterly Report on Form 10-Q contains forward-looking statements about our expectations, beliefs or intentions regarding our
potential product offerings, business, financial condition, results of operations, strategies or prospects. You can identify forward-looking
statements by the fact that these statements do not relate strictly to historical or current matters. Rather, forward-looking statements relate to
anticipated or expected events, activities, trends or results as of the date they are made and are often identified by the use of words such as
assumes,  plans, anticipate,  believe, continue, could, estimate, expect, intend, may, might, or will, and similar
expressions or variations. Because forward-looking statements relate to matters that have not yet occurred, these statements are inherently
subject to risks and uncertainties that could cause our actual results to differ materially from any future results expressed or implied by the
forward-looking statements. Many factors could cause our actual activities or results to differ materially from the activities and results
anticipated in forward-looking statements. These factors include those described under the caption Risk Factors included elsewhere in this
Quarterly Report on Form 10-Q and in our other filings with the Securities and Exchange Commission, or the SEC. Furthermore, such
forward-looking statements speak only as of the date of this report. We undertake no obligation to update any forward-looking statements to
reflect events or circumstances occurring after the date of such statements.

Overview

We are a biopharmaceutical company engaged in the discovery, acquisition, development and commercialization of proprietary drug
therapeutics for addressing significant unmet medical needs in the United States, Europe and additional international markets. Our primary
therapeutic focus is oncology but we are also developing therapeutic products for other indications, including inflammation, metabolic disorders,
and infectious diseases.

Our proprietary G-MAB® fully-human antibody library platform was designed to facilitate the rapid identification and isolation of highly
specific antibody therapeutic product candidates that bind to disease targets appropriate for antibody therapy. Our objective is to leverage our
library to develop both First-in-Class, or FIC, and/or Best-in-Class, or BIC, antibody drug candidates that we expect will possess greater efficacy
and fewer side effects as compared to existing drugs. Although we intend to retain ownership and control of some product candidates by
advancing them further into preclinical development, we will also consider partnerships with pharmaceutical or biopharmaceutical
organizations, with the appropriate experience and expertise, in order to balance the risks associated with drug discovery and development and
maximize our stockholders returns. Our partnering objectives include generating revenue through license fees, milestone related development
fees and royalties by licensing rights to our development candidates.

Our goal is to deliver innovative, highly effective and safe treatment options to patients throughout the world. By working closely with
scientists, doctors, patient organizations and other health care specialists, we are committed to improving the lives of patients and assisting their
caregivers in the fight against cancer, inflammatory and autoimmune diseases and other unmet medical needs.
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Recent Developments
IgDraSol Transactions, Cynvilog and Merger

On July 29, 2013, IgDraSol, Inc., or IgDraSol, received official meeting minutes from an End-of-Phase 2 meeting held on July 23, 2013 for
Cynviloq (or IG-001) with the U.S. Food and Drug Administration, or FDA. Cynviloq (paclitaxel polymeric micelle) is initially under
development for the treatment of metastatic breast cancer, or MBC, and non-small cell lung cancer, or NSCLC, in the U.S. The FDA Division of
Oncology Products 1 agreed that the data available from: (i) the postmarketing surveillance studies conducted in ex-U.S. territories for MBC and
NSCLC, (ii) Phase 1-3 studies for MBC, and (iii) Phase 1-2 studies in NSCLC,

Ovarian, Bladder, and Pancreatic cancers are sufficient to support pursuing the 505(b)(2) Bioequivalence (BE) regulatory submission pathway
approach using Abraxane® and Taxol® as the Reference Listed Drugs. Abraxane® is an albumin-bound paclitaxel (nab-paclitaxel) product
approved for MBC, NSCLC and pancreatic cancer indications. Taxol® is a cremophor-based paclitaxel product approved for these indications as
well as other cancer indications. IgDraSol anticipates filing its BE protocol with the FDA by the end of 2013. Sufficiency of the data for
approval will be a review issue after a New Drug Application, or NDA, filing.

On September 9, 2013, we exercised our previously disclosed option to acquire IgDraSol and pursuant to an agreement and plan of merger dated
as of such date, we issued 3,006,641 shares of our common stock, to the IgDraSol stockholders. Upon the achievement of a certain regulatory
milestone, we will be required to issue an additional 1,306,272 shares of common stock to former IgDraSol stockholders.

In connection with the merger, we appointed (i) Dr. Vuong Trieu, the former Chief Executive Officer of IgDraSol, as our Chief Scientific
Officer and (ii) George Uy, the former Chief Commercial Officer of IgDraSol, as our Chief Commercial Officer. In addition, Dr. Trieu and
Mr. Jaisim Shah were appointed to our board of directors.

Cynviloq is a micellar diblock copolymeric paclitaxel formulation drug product that is currently approved and marketed in several countries,
including South Korea for MBC and NSCLC under the trade name Genexol-PM®. IgDraSol obtained exclusive distribution rights for Cynvilog
in the U.S. and 27 countries of the European Union, or EU, from Samyang Biopharmaceuticals Corporation, a South Korean corporation.
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We entered into an initial services agreement dated March 7, 2013 with IgDraSol, wherein IgDraSol has provided certain product development
and technology services related to antibody-based nanotherapeutics. In March 2013, IgDraSol was paid a non-refundable payment of $1,000,000
and the related services were completed prior to May 31, 2013. There are no further obligations under the initial services agreement.

In addition, we entered into an asset purchase agreement with IgDraSol whereby we agreed to purchase all documentation, equipment,
information and other know-how related to micellar nanoparticle technology encompassing Tocosol® and related technologies for a purchase
price of $1,210,000, which was paid in April 2013, which was recognized as in-process research and development expense. Also in April 2013,
we entered into a development services agreement with IgDraSol related to the development of Tocosol® and related technologies. We will pay
IgDraSol up to $3,000,000 for services provided.

Agreement and Plan of Merger with Sherrington

On October 9, 2013, the Company and SP Merger Sub, Inc., a wholly owned subsidiary of the Company, Sherrington Pharmaceuticals, Inc.

(' Sherrington ) and the stockholders of Sherrington (the Sherrington Holders ) entered into an Agreement and Plan of Merger and Reorganization

(the Agreement ) pursuant to which the Company issued an aggregate of 200,000 shares of its common stock to the Sherrington Holders (the
Merger Shares ) and SP Merger Sub was merged into Sherrington (the Merger ). Pursuant to the Agreement, 29,350 of the Merger Shares are

being held in escrow for any potential indemnification claims. The Company filed a resale registration statement on Form S-3 with the Securities

and Exchange Commission on October 31, 2013 to register the Merger Shares.

Underwritten Public Offering and Nasdaq Uplisting

In October 2013, the Company closed an underwritten public offering of 4,150,000 shares, at $7.25 per share, and closed the full exercise of the
over-allotment option granted to the representative of the underwriters to purchase an additional 622,500 shares of its common stock, with total
gross proceeds of $34.6 million, before underwriting discounts and commissions and other offering expenses payable by us. The common stock
began trading on The NASDAQ Capital Market on October 25, 2013 under the symbol SRNE .

Convertible Promissory Notes

In October 2013, the Company issued an aggregate $1,850,000 principal amount of Notes that bear interest at 7% per annum. Concurrently with
the closing of the public offering, such Notes and related accrued interest automatically converted into 256,119 shares of common stock.

Agreement of Merger Concortis

On November 11, 2013, the Company and Catalyst Merger Sub, Inc., a wholly owned subsidiary of the Company, Concortis Biosystems, Corp.

( Concortis ) and Dr. Zhenwei (David) Miao and Gang Chen entered into an Agreement of Merger pursuant to which, at the effective time of the
merger, the Company will issue an aggregate of 1,331,978 shares of its common stock to the shareholders of Concortis (the Concortis Merger
Shares ), and Catalyst Merger Sub will merge into Concortis (the Concortis Merger ). Pursuant to the merger agreement, 15% of the Concortis
Merger Shares will be held by the Company for any potential indemnification claims.

In connection with the merger, the Company agreed to appoint Dr. Miao, the former President and Chief Scientific Officer of Concortis, as its
Chief Technical Officer. In addition, Dr. Miao and certain other employees of Concortis are to receive annual supplemental cash bonus
payments totaling $1,000,000 on December 31 of each of the years ending 2013, 2014, 2015, and 2016.

Critical Accounting Policies and Estimates

Management s discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements
which are prepared in accordance with GAAP. The preparation of these consolidated financial statements requires us to make estimates and
judgments that affect the reported amounts of assets and liabilities, related disclosure of contingent assets and liabilities at the date of the
financial statements, and the reported amounts of revenues and expenses during the reporting period. We continually evaluate our estimates and
judgments, the most critical of which are those related to income taxes and stock-based compensation. We base our estimates and judgments on
historical experience and other factors that we believe to be reasonable under the circumstances. Materially different results can occur as
circumstances change and additional information becomes known.

During the quarter ended September 30, 2013, there were no significant changes to the items that we disclosed as our critical accounting policies
and estimates in Note 2 to our financial statements for the year ended December 31, 2012 contained in our 2012 Form 10-K, as filed with the
SEC.
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Results of Operations

The following describes certain line items set forth in our statements of operations.
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Three Months Ended September 30, 2013 Compared to the Three Months Ended September 30, 2012

Revenues. Revenues were $83,791 for the three months ended September 30, 2013, as compared to $134,506 for the three months ended
September 30, 2012. The decrease is due to lower grant revenue of $50,715 due to decreased grant activities under one active grant award during
2013 as compared to two active grants during 2012.

In May 2010, we were awarded an Advanced Technology Small Business Technology Transfer Research grant to support our program to
generate and develop novel antibody therapeutics and vaccines to combat Staph infections, including Methicillin-resistant Staph, or the Staph
Grant award. The project period for this grant covered a two-year period which commenced in June 2010, and as of June 30, 2012, the entire
Phase 1 grant of $600,000 had been awarded and recognized in grant revenues.

In July 2011, we were awarded a second Advanced Technology Small Business Technology Transfer Research grant to support our program to
generate and develop antibody therapeutics and vaccines to combat C. difficile infections, or the C. difficile Grant award. The project period for
the C. difficile Grant award covers a two-year period which commenced in June 2011, and as of June 30, 2013, the entire Phase 1 grant of
$600,000 had been awarded. From July 2011 through September 30, 2013, $592,717 of the C. difficile Grant award had been recorded in grant
revenues.

In June 2012, we were awarded a third Advanced Technology Small Business Technology Transfer Research grant, with an initial award of
$300,000, to support our program to generate and develop novel human antibody therapeutics to combat Staph infections, including
Methicillin-resistant Staph, or the Staph Grant Il award. The project period for the phase I grant covers a two-year period which commenced in
June 2012, with a potential annual award of $300,000 per year. From June 2012 through September 30, 2013, $344,328 of the Staph Grant II
award had been recorded in grant revenues.

We had no other revenue during the three months ended September 30, 2013 and 2012. We expect that any revenue we generate will fluctuate
from quarter to quarter as a result of the unpredictability of the timing and amount of grant awards, research and development reimbursements
and other payments received under our strategic collaborations.

Research and Development Expenses. Research and development expenses for the three months ended September 30, 2013 and 2012 were
$2,082,252 and $950,823, respectively. Research and development expenses include the costs to identify, isolate and advance human antibody
drug candidates derived from our libraries, preclinical testing expenses, costs incurred under the IgDraSol initial and development services
agreements, and the expenses associated with fulfilling our development obligations related to the Staph and C. difficile Grant awards,
collectively the NIH Grants. Such expenses consist primarily of salaries and personnel -related expenses, stock-based compensation expense,
laboratory supplies, consulting costs and other expenses. The increase of $1,131,429 is primarily attributable to costs incurred under the initial
and development services agreements with IgDraSol, as well as higher salary and lab supply costs incurred in connection with our expanded
research and development activities. We expect research and development expenses to increase in absolute dollars as we: (i) advance our
Cynvilog™ asset into a registration trial (a single bioequivalence study) and pursue other potential indications, including expenses incurred
under agreements with CROs and investigative sites that conduct their clinical trials, the cost of acquiring, developing and manufacturing
clinical trial materials, and other regulatory operating activities, (ii) incur incremental expenses associated with our efforts to advance a number
of potential drug candidates into preclinical development activities, (ii) acquire Sherrington and advance its pain drug into clinical trials,

(iii) continue to identify and advance a number of fully human therapeutic antibody and ADC preclinical drug candidates, (iv) acquire Concortis,
and (v) incur higher salary, lab supply and infrastructure costs incurred in connection with supporting all of the Company s programs.

We evaluate our collaborative agreements for proper income statement classification based on the nature of the underlying activity. If payments
to our collaborative partners are not within the scope of other authoritative accounting literature, the statement of operations classification for
these payments is based on a reasonable, rational analogy to authoritative accounting literature that is applied in a consistent manner. Amounts
due to our collaborative partners related to development activities are reflected as a research and development expense.

Acquired In-Process Research and Development Expenses. Acquired research and development expenses for the three months ended
September 30, 2013 and 2012 was $0.

General and Administrative Expenses. General and administrative expenses for the three months ended September 30, 2013 and 2012 were
$1,114,621 and $427,030, respectively. General and administrative expenses consist primarily of costs incurred under the IgDraSol initial and
development services agreements, salaries and personnel related expenses for executive, finance and administrative personnel, stock-based
compensation, professional fees, infrastructure expenses, legal and accounting, and other general corporate expenses. The increase of $687,591
is primarily attributable to increases in costs incurred under the initial and development services agreement with IgDraSol, stock-based
compensation, salaries and consulting expenses with the addition of our full time Chief Financial Officer and part-time Chief Business Officer in
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the second half of 2012, and higher legal and compliance costs associated with our public reporting obligations. We expect general and
administrative expenses to increase in absolute dollars as we: (i) incur incremental expenses associated with expanded operations and

development efforts, compliance with our public reporting obligations, (ii) assume all of the costs associated with the merger with IgDraSol and
IgDraSol s ongoing operating expenses, and (iii) incur costs related to the Sherrington and Concortis mergers and integrate their operations.
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Intangibles Amortization. Intangibles amortization for the three months ended September 30, 2013 and 2012 was $193,755 and $0, respectively.
Our amortization expense is higher due to the IgDraSol option agreement and acquisition in September 2013 and the entering into of the
assignment agreement in January 2013.

Interest Income and Interest Expense. Interest income and interest expense for the three months ended September 30, 2013 and 2012 was
nominal. We expect interest expense to increase in absolute dollars as we incur incremental costs associated with the loan and security
agreement entered into in September 2013.

Net Loss. Net loss for the three months ended September 30, 2013 and 2012 was $3,356,445 and $1,241,229, respectively. The increase in net
loss is mainly attributable to the expanded general and administrative and research and development activities, including the costs associated
with the IgDraSol Transactions and the IgDraSol and Sherrington mergers.

Nine Months Ended September 30, 2013 Compared to the Nine Months Ended 30, 2012

Revenues. Revenues were $359,451 for the nine months ended September 30, 2013, as compared to $461,790 for the nine months ended
September 30, 2012. The decrease is due to lower grant revenue of $102,339 due to decreased grant activities under two grant awards during
2013 as compared to three active grants during 2012.

We expect that any revenue we generate will fluctuate from quarter to quarter as a result of the timing and amount of grant awards and when the
related costs and expenses are incurred, and timing of any other payments received under our strategic collaborations.

Research and Development Expenses. Research and development expenses for the nine months ended September 30, 2013 and 2012 were
$5,621,969 and $2,667,347, respectively. Research and development expenses include the costs to identify, isolate and advance human antibody
drug candidates derived from our libraries, preclinical testing expenses, costs incurred under the IgDraSol initial and development services
agreements, and the expenses associated with fulfilling our development obligations related to the Staph and C. difficile Grant awards,
collectively the NIH Grants. Such expenses consist primarily of salaries and personnel-related expenses, stock-based compensation expense,
laboratory supplies, consulting costs and other expenses. The increase of $2,954,622 is attributable to costs incurred under the initial and
development services agreements with IgDraSol, as well as higher salary and lab supply costs incurred in connection with our expanded research
and development activities. We expect research and development expenses to increase in absolute dollars as we: (i) advance our Cynvilog™
asset into a registration trial (a single bioequivalence study) and pursue other potential indications, including expenses incurred under
agreements with CROs and investigative sites that conduct their clinical trials, the cost of acquiring, developing and manufacturing clinical trial
materials, and other regulatory operating activities, (ii) incur incremental expenses associated with our efforts to advance a number of potential
drug candidates into preclinical development activities, (ii) acquire Sherrington and advance its pain drug into clinical trials, (iii) continue to
identify and advance a number of fully human therapeutic antibody and ADC preclinical drug candidates, (iv) acquire Concortis, and (v) incur
higher salary, lab supply and infrastructure costs incurred in connection with supporting all of the Company s programs.

Acquired In-Process Research and Development Expenses. Acquired research and development expenses for the nine months ended
September 30, 2013 and 2012 was $1,210,000 and $0, respectively. Acquired research and development expenses include the costs of acquiring
the Tocosol® and related technologies in April 2013.

General and Administrative Expenses. General and administrative expenses for the nine months ended September 30, 2013 and 2012 were
$3,752,233 and $890,262, respectively. General and administrative expenses consist primarily of costs incurred under the IgDraSol initial and
development services agreements, salaries and personnel related expenses for executive, finance and administrative personnel, stock-based
compensation, professional fees, infrastructure expenses, legal and accounting, and other general corporate expenses. The increase of $2,861,971
is primarily attributable to increases in costs incurred under the initial and development services agreement with IgDraSol, stock-based
compensation, salaries and consulting expenses with the addition of our full time Chief Financial Officer and part-time Chief Business Officer in
the second half of 2012, and higher legal and compliance costs associated with our public reporting obligations. We expect general and
administrative expenses to increase in absolute dollars as we: (i) incur incremental expenses associated with expanded operations and
development efforts, compliance with our public reporting obligations, (ii) assume all of the costs associated with the merger with IgDraSol and
IgDraSol s ongoing operating expenses, and (iii) incur costs related to the Sherrington and Concortis mergers and integrate their operations.

Intangibles Amortization. Intangibles amortization for the nine months ended September 30, 2013 and 2012 was $313,339 and $0, respectively.
Our amortization expense is higher due to the IgDraSol option agreement and acquisition in September 2013 and the entering into of the
assignment agreement in January 2013.
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Interest Income and Interest Expense. Interest income and interest expense for the nine months ended September 30, 2013 and 2012 were
nominal. We expect interest expense to increase in absolute dollars as we incur incremental costs associated with the loan and security
agreement entered into in September 2013.

Net Loss. Net loss for the nine months ended September 30, 2013 and 2012 was $10,615,396 and $3,090,473, respectively. The increase in net
loss is mainly attributable to the expanded general and administrative and research and development activities, including the costs associated
with the IgDraSol Transactions. The increase in net loss is mainly attributable to the expanded general and administrative and research and
development activities, including the costs associated with the IgDraSol Transactions and the IgDraSol and Sherrington mergers.

Liquidity and Capital Resources

As of September 30, 2013, we had $6,429,712 in cash and cash equivalents, attributable primarily to the closing of our private placement of our
common stock for aggregate gross proceeds of $6,418,495 in March 2013, as well as the $5,000,000 loan and security agreement with the banks
that was funded in September 2013.

Cash Flows from Operating Activities. Net cash used for operating activities was $9,278,452 for the nine months ended September 30, 2013 and
is primarily attributable to our net loss of $10,615,396, which was offset by $1,294,743 in non-cash activities relating primarily to stock-based
compensation, amortization and depreciation expense. Net cash used for operating activities was $2,468,243 for the nine months ended
September 30, 2012 and was primarily attributable to our net loss of $3,090,473, a net increase of $123,120 in working capital balances, partially
offset by $499,110 in non-cash activities relating to stock-based compensation and depreciation expense.

We expect to continue to incur substantial and increasing losses and have negative net cash flows from operating activities as we seek to:

(i) advance our Cynvilog™ asset into a registration trial (a single bioequivalence study) and pursue other potential indications, (ii) incur
incremental expenses associated with our efforts to advance a number of potential drug candidates into preclinical development activities,

(ii) acquire Sherrington and advance its pain drug into clinical trials, (iii) continue to identify and advance a number of fully human therapeutic
antibody and ADC preclinical drug candidates, (iv) acquire Concortis, (v) incur higher salary, lab supply and infrastructure costs incurred in
connection with supporting all of the Company s programs, (vi) comply with our public reporting obligations, and (vii) incur costs related to the
Sherrington and Concortis mergers and integrate their operations.

Cash Flows from Investing Activities. Net cash used for investing activities was $744,557 for the nine months ended September 30, 2013 as
compared to $491,096 for the nine months ended September 30, 2012. The net cash used related primarily to equipment acquired for research
and development activities as well as the rights acquired under the assignment agreement and IgDraSol merger costs.

We expect to increase our investment in laboratory equipment and furnishings as we seek to expand and progress our research and development
activities and integrate our acquired assets.

Cash Flows from Financing Activities. Cash flows from financing activities for the nine months ended September 30, 2013 of $11,361,409 was
derived from: (i) the issuance of 1,426,333 shares of common stock, in a private placement transaction, at $4.50 per share for aggregate gross
proceeds of $6,418,495 in March 2013, and (ii) entering into a $5,000,000 loan and security agreement in September 2013. Cash flows from
financing activities for the nine months ended September 30, 2012 of $5,938,231 was derived from the sale of $6,000,000 of our common stock
in a private placement transaction in May 2012.

Future Liquidity Needs. From inception through September 30, 2013, we have principally financed our operations through private equity and
debt financings with aggregate net proceeds of $26,862,077, as we have not generated any product related revenue from operations to date, and
do not expect to generate significant revenue for several years, if ever. We will need to raise additional capital before we exhaust our current
cash resources in order to continue to fund our research and development, including our long-term plans for preclinical trials and new product
development, as well as to fund operations generally. As and if necessary, we will seek to raise additional funds through various potential
sources, such as equity and debt financings, or through corporate collaboration and license agreements. We can give no assurances that we will
be able to secure such additional sources of funds to support our operations, or, if such funds are available to us, that such additional financing
will be sufficient to meet our needs.

We anticipate that we will continue to incur net losses into the foreseeable future as we: (i) advance our Cynvilog™ asset into a registration trial
(a single bioequivalence study) and pursue other potential indications, including expenses incurred under agreements with CROs and
investigative sites that conduct their clinical trials, the cost of acquiring, developing and manufacturing clinical trial materials, and other
regulatory operating activities, (ii) incur incremental expenses associated with our efforts to advance a number of potential drug candidates into
preclinical development activities, (ii) acquire Sherrington and advance its pain drug into clinical trials, (iii) continue to identify and advance a
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candidates, (iv) acquire Concortis, and (v) incur higher salary, lab supply and infrastructure costs incurred in connection with supporting all of
the Company s programs, (vi) comply with our public reporting obligations, and (vii) incur costs related to the Sherrington and Concortis
mergers and integrate their operations.

In October 2013, the Company raised gross proceeds of $34.6 million in a public offering and our common stock commenced trading on The
Nasdaq Capital Market. Management believes the Company has the ability to meet all obligations due over the course of the next twelve months.

We plan to continue to fund our losses from operations and capital funding needs through public or private equity or debt financings, strategic
collaborations, licensing arrangements, asset sales, government grants or other arrangements. We filed a universal shelf registration statement on
Form S-3 with the Securities and Exchange Commission ( SEC ), which was declared effective by the SEC in July 2013. The Shelf Registration
Statement provides us with the ability to offer up to $100 million of securities. After the October 2013 underwritten offering, we have the ability
to offer up to $65.4 million of additional securities. Pursuant to Shelf Registration Statement, we may offer such securities from time to time and
through one or more methods of distribution, subject to market conditions and our capital needs. Specific terms and prices will be determined at
the time of each offering under a separate prospectus supplement, which will be filed with the SEC at the time of any offering. However, we
cannot be sure that such additional funds will be available on reasonable terms, or at all. If we are unable to secure adequate additional funding,
we may be forced to make reductions in spending, extend payment terms with suppliers, liquidate assets where possible, and/or suspend or
curtail planned programs. In addition, if we do not meet our payment obligations to third parties as they come due, we may be subject to
litigation claims. Even if we are successful in defending against these claims, litigation could result in substantial costs and be a distraction to
management. Any of these actions could materially harm our business, results of operations, and future prospects.

Our actual cash requirements may vary materially from those now planned, however, because of a number of factors, including the actual costs
incurred to effect and support the IgDraSol Transactions, Sherrington and Concortis mergers, and related operating activities, the pursuit of
development of product candidates, competitive and technical advances, costs of commercializing any potential product candidates, and costs of
filing, prosecuting, defending and enforcing any patent claims and any other intellectual property rights. If we are unable to raise additional
funds when needed, we may not be able to develop any product candidates, we could be required to delay, scale back or eliminate some or all of
our research and development programs and we may need to wind down our operations altogether. Each of these alternatives would have a
material adverse effect on our business.

If we raise additional funds by issuing equity securities, substantial dilution to existing stockholders would result. If we raise 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 our ability to operate our business.

Additionally, recent global market and economic conditions have been unprecedented and challenging with tighter credit conditions and
recession in most major economies. As a result of these market conditions, the cost and availability of credit has been and may continue to be
adversely affected by illiquid credit markets and wider credit spreads. Concern about the stability of the markets generally and the strength of
counterparties specifically has led many lenders and institutional investors to reduce, and in some cases, cease to provide credit to businesses
and consumers. These factors have led to a decrease in spending by businesses and consumers alike, and a corresponding decrease in global
infrastructure spending. Continued turbulence in the U.S. and international markets and economies and prolonged declines in business and
consumer spending may adversely affect our liquidity and financial condition, including our ability to access the capital markets to meet
liquidity needs.

Off-Balance Sheet Arrangements

Since our inception through September 30, 2013, we have not engaged in any off-balance sheet arrangements as defined in Item 303(a)(4) of
Regulation S-K.
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New Accounting Pronouncements

None.

Item 3. Quantitative and Qualitative Disclosures About Market Risk.
As a smaller reporting company, as defined by Section 10(f)(1) of Regulation S-K, we are not required to provide the information set forth in
this Item.

Item 4. Controls and Procedures.
Conclusion Regarding the Effectiveness of Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our reports filed under
the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC s regulations, rules and forms
and that such information is accumulated and communicated to our management, including our principal executive officer and principal
financial officer, as appropriate, to allow for timely decisions regarding required disclosure.

In designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter how
well designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and management is required to
apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures. As required by Rule 13a-15(b) promulgated by
the SEC under the Exchange Act, we carried out an evaluation, under the supervision and with the participation of our management, including
our principal executive officer and principal financial officer, of the effectiveness of the design and operation of our disclosure controls and
procedures as of the end of the period covered by this Quarterly Report on Form 10-Q. Based on the foregoing, our principal executive officer
and principal financial officer concluded that our disclosure controls and procedures were effective as of the end of the period covered by this
Quarterly Report on Form 10-Q.

Changes in Internal Control Over Financial Reporting

There has been no change in our internal control over financial reporting during the quarter ended September 30, 2013 that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.

PART II. OTHER INFORMATION

Item 1. Legal Proceedings.
To the best of our knowledge, we are not a party to any legal proceedings that, individually or in the aggregate, are deemed to be material to our
financial condition or results of operations.

Item 1A.  Risk Factors.

You should carefully consider the risks described below before making an investment decision. The risks described below are not the only ones
we face. Additional risks we are not presently aware of or that we currently believe are immaterial may also impair our business operations.
Our business could be harmed by any of these risks. The trading price of our common stock could decline due to any of these risks, and you may
lose all or part of your investment. In assessing these risks, you should also refer to the other information contained or incorporated by
reference into this prospectus, including our financial statements and related notes.

Risks Related to Our Financial Position and Capital Requirements
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We are a development-stage company subject to all of the risks and uncertainties of a new business, including the risk that we or our
partners may never develop, complete development or market any of our product candidates or generate product related revenues.

We are a development-stage biopharmaceutical company that began operating and commenced research and development activities in 2009.
Biopharmaceutical product development is a highly speculative undertaking and involves a substantial degree of risk. There is no assurance that
our libraries of fully-human mAbs will be suitable for diagnostic or therapeutic use, or that we will be able to identify and isolate therapeutics
product candidates, or develop, market and commercialize these candidates. We do not expect any of our fully-human mAb, AfDC,
resiniferatoxin, Cynvilog™ or related companion diagnostic product candidates to be commercially available for a few years, if at all. Even if
we are able to commercialize our product candidates, there is no assurance that these candidates would generate revenues or that any revenues
generated would be sufficient for us to become profitable or thereafter maintain profitability.

We do not have any products that are approved for commercial sale and therefore do not expect to generate any revenues from product sales
in the foreseeable future, if ever.

We have not generated any product related revenues to date, and do not expect to generate any such revenues for at least the next several years,
if at all. To obtain revenues from sales of our product candidates, we must succeed, either alone or with third parties, in developing, obtaining
regulatory approval for, manufacturing and marketing products with commercial potential. We may never succeed in these activities, and we
may not generate sufficient revenues to continue our business operations or achieve profitability.

We have incurred significant losses since inception and anticipate that we will incur continued losses for the foreseeable future.

As of December 31, 2012 and September 30, 2013, we had an accumulated deficit of $10,950,299 and $21,565,695, respectively. We continue
to incur significant research and development and other expenses related to our ongoing and acquired operations. We expect to continue to incur
substantial and increasing losses and have negative net cash flows from operating activities as we seek to: (i) advance our Cynviloq asset into a
registration trial (a single bioequivalence study) and pursue other potential indications, (ii) incur incremental expenses associated with our
efforts to advance a number of potential drug candidates into preclinical development activities, (ii) integrate Sherrington and advance its pain
drug into clinical trials, (iii) continue to identify and advance a number of fully human therapeutic antibody and ADC preclinical drug
candidates, (iv) acquire Concortis, (v) incur higher salary, lab supply and infrastructure costs incurred in connection with supporting all of the
Company s programs, (vi) comply with our public reporting obligations, and (vii) incur costs related to the Sherrington and Concortis mergers
and integrate their operations.

As such, we are subject to all of the risks incidental to the development of new biopharmaceutical products and related companion diagnostics,
and we may encounter unforeseen expenses, difficulties, complications, delays and other unknown factors that may adversely affect our
business. Our prior losses, combined with expected future losses, have had and will continue to have an adverse effect on our stockholders
equity and working capital.
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We will require substantial additional funding which may not be available to us on acceptable terms, or at all. If we fail to raise the
necessary additional capital, we may be unable to complete the development and commercialization of our product candidates, or continue
our development programs.

Our operations have consumed substantial amounts of cash since inception. We expect to significantly increase our spending to advance the
preclinical and clinical development of our product candidates and launch and commercialize any product candidates for which we receive
regulatory approval, including building our own commercial organizations to address certain markets. We will require additional capital for the
further development and commercialization of our product candidates, as well as to fund our other operating expenses and capital expenditures.

We cannot be certain that additional funding will be available on acceptable terms, or at all. If we are unable to raise additional capital in
sufficient amounts or on terms acceptable to us we may have to significantly delay, scale back or discontinue the development or
commercialization of one or more of our product candidates. We may also seek collaborators for one or more of our current or future product
candidates at an earlier stage than otherwise would be desirable or on terms that are less favorable than might otherwise be available. Any of
these events could significantly harm our business, financial condition and prospects.

Our future capital requirements will depend on many factors, including:

the progress of the development of our fully-human mAb, AfDC, resiniferatoxin, Cynvilog™ or related companion diagnostic
product candidates;

the number of product candidates we pursue;

the time and costs involved in obtaining regulatory approvals;

the costs involved in filing and prosecuting patent applications and enforcing or defending patent claims;

our plans to establish sales, marketing and/or manufacturing capabilities;

the effect of competing technological and market developments;

the terms and timing of any collaborative, licensing and other arrangements that we may establish;

general market conditions for offerings from biopharmaceutical companies;

our ability to establish, enforce and maintain selected strategic alliances and activities required for product commercialization; and

our revenues, if any, from successful development and commercialization of our product candidates.
In order to carry out our business plan and implement our strategy, we anticipate that we will need to obtain additional financing from time to
time and may choose to raise additional funds through strategic collaborations, licensing arrangements, public or private equity or debt
financing, bank lines of credit, asset sales, government grants, or other arrangements. We cannot be sure that any additional funding, if needed,
will be available on terms favorable to us or at all. Furthermore, any additional equity or equity-related financing may be dilutive to our
stockholders, and debt or equity financing, if available, may subject us to restrictive covenants and significant interest costs. If we obtain funding
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through a strategic collaboration or licensing arrangement, we may be required to relinquish our rights to certain of our product candidates or
marketing territories.
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Further, the NIH has notified all grant recipients that due to the current Congressional budget sequestration, the NIH may not be able to issue
continuation awards, or it may be required to negotiate a reduction in the scope of existing awards to meet the constraints imposed. Additionally,
plans for new grants or cooperative agreements may be re-scoped, delayed, or canceled depending on the nature of the work and the availability
of resources. As a result, we cannot assure you that we will receive the funding under our existing NIH grants, and we may not be successful in
securing additional grants from the NIH in the future.

Our inability to raise capital when needed would harm our business, financial condition and results of operations, and could cause our stock
price to decline or require that we wind down our operations altogether.

Risks Related to Our Business and Industry

We have a limited operating history and are heavily dependent on the success of our technologies and product candidates, and we cannot
give any assurance that any of our product candidates will receive regulatory approval, which is necessary before they can be
commercialized.

To date, we have invested a significant portion of our efforts and financial resources in the acquisition and development of our product
candidates. We have not demonstrated our ability to perform the functions necessary for the successful acquisition, development or
commercialization of the technologies we are seeking to develop. Because we only recently commenced operations, we have a limited operating
history upon which you can evaluate our business and prospects. Also, as an early stage company, we have limited experience and have not yet
demonstrated an ability to successfully overcome many of the risks and uncertainties frequently encountered by companies in new and rapidly
evolving fields, particularly in the biopharmaceutical area. Our future success is substantially dependent on our ability to successfully develop,
obtain regulatory approval for, and then successfully commercialize such product candidates. Our product candidates are currently in preclinical
development or in clinical trials. Our business depends entirely on the successful development and commercialization of our product candidates,
which may never occur. We currently generate no revenues from sales of any drugs, and we may never be able to develop or commercialize a
marketable drug.

The successful development, and any commercialization, of our technologies and any product candidates would require us to successfully
perform a variety of functions, including:

developing our technology platform;

identifying, developing, manufacturing and commercializing product candidates;

entering into successful licensing and other arrangements with product development partners;

participating in regulatory approval processes;

formulating and manufacturing products; and

conducting sales and marketing activities.
Our operations have been limited to organizing our company, acquiring, developing and securing our proprietary technology and identifying and
obtaining early preclinical data or clinical data for various product candidates. These operations provide a limited basis for you to assess our
ability to continue to develop our technology, identify product candidates, develop and commercialize any product candidates we are able to
identify and enter into successful collaborative arrangements with other companies, as well as for you to assess the advisability of investing in
our securities. Each of these requirements will require substantial time, effort and financial resources.
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Each of our product candidates will require additional preclinical or clinical development, management of preclinical, clinical and
manufacturing activities, regulatory approval in multiple jurisdictions, obtaining manufacturing supply, building of a commercial organization,
and significant marketing efforts before we generate any revenues from product sales. We are not permitted to market or promote any of our
product candidates before we receive regulatory approval from the United States Food and Drug Administration, or FDA, or comparable foreign
regulatory authorities, and we may never receive such regulatory approval for any of our product candidates.
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In addition, our product development programs contemplate the development of companion diagnostics by our third-party collaborators.
Companion diagnostics are subject to regulation as medical devices and must themselves be approved for marketing by the FDA or certain other
foreign regulatory agencies before we may commercialize our product candidates.

Clinical drug development involves a lengthy and expensive process with an uncertain outcome, and results of earlier studies and trials may
not be predictive of future trial results.

Clinical testing is expensive and can take many years to complete, and its outcome is inherently uncertain. Failure can occur at any time during
the clinical trial process. The results of preclinical studies and early clinical trials of our product candidates may not be predictive of the results
of later-stage clinical trials. Product candidates in later stages of clinical trials may fail to show the desired safety and efficacy traits despite
having progressed through preclinical studies and initial clinical trials. It is not uncommon for companies in the biopharmaceutical industry to
suffer significant setbacks in advanced clinical trials due to lack of efficacy or adverse safety profiles, notwithstanding promising results in
earlier trials. Our future clinical trial results may not be successful.

This drug candidate development risk is heightened by any changes in the planned clinical trials compared to the completed clinical trials. As
product candidates are developed through preclinical to early and late stage clinical trials towards approval and commercialization, it is
customary that various aspects of the development program, such as manufacturing and methods of administration, are altered along the way in
an effort to optimize processes and results. While these types of changes are common and are intended to optimize the product candidates for
late stage clinical trials, approval and commercialization, such changes do carry the risk that they will not achieve these intended objectives.

We have not previously initiated or completed a corporate-sponsored clinical trial. Consequently, we may not have the necessary capabilities,
including adequate staffing, to successfully manage the execution and completion of any clinical trials we initiate, including our planned clinical
trials of IG-001, in a way that leads to our obtaining marketing approval for our product candidates in a timely manner, or at all.

In the event we are able to conduct a pivotal clinical trial of a product candidate, the results of such trial may not be adequate to support
marketing approval. Because our product candidates are intended for use in life-threatening diseases, in some cases we ultimately intend to seek
marketing approval for each product candidate based on the results of a single pivotal clinical trial. As a result, these trials may receive enhanced
scrutiny from the FDA. For any such pivotal trial, if the FDA disagrees with our choice of primary endpoint or the results for the primary
endpoint are not robust or significant relative to control, are subject to confounding factors, or are not adequately supported by other study
endpoints, including possibly overall survival or complete response rate, the FDA may refuse to approve a BLA based on such pivotal trial. The
FDA may require additional clinical trials as a condition for approving our product candidates. For instance, if bioequivalence, or BE, is not
established between Abraxane® and Cynviloq , then additional clinical trials to assess safety and /or efficacy of our formulation may be needed.

In some of our future trials, we may combine Cynviloq or Tocos8l with other therapies such as chemotherapy or immunotherapy. We have not
yet tested these combinations.

Delays in clinical testing could result in increased costs to us and delay our ability to generate revenue.

Although we are planning for certain clinical trials relating to resiniferatoxin and Cynviloq™, there can be no assurance that the FDA will
accept our proposed trial designs. We may experience delays in our clinical trials and we do not know whether planned clinical trials will begin
on time, need to be redesigned, enroll patients on time or be completed on schedule, if at all. Clinical trials can be delayed for a variety of
reasons, including delays related to:

obtaining regulatory approval to commence a trial;

reaching agreement on acceptable terms with prospective contract research organizations, or CROs, and clinical trial sites, the terms
of which can be subject to extensive negotiation and may vary significantly among different CROs and trial sites;

obtaining institutional review board, or IRB, approval at each site;
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recruiting suitable patients to participate in a trial;

clinical sites deviating from trial protocol or dropping out of a trial;

having patients complete a trial or return for post-treatment follow-up;

developing and validating companion diagnostics on a timely basis, if required;

adding new clinical trial sites; or

manufacturing sufficient quantities of product candidate for use in clinical trials.
Patient enrollment, a significant factor in the timing of clinical trials, is affected by many factors including the size and nature of the patient
population, the proximity of patients to clinical sites, the eligibility criteria for the trial, the design of the clinical trial, competing clinical trials
and clinicians and patients perceptions as to the potential advantages of the drug being studied in relation to other available therapies, including
any new drugs that may be approved for the indications we are investigating. Furthermore, we intend to rely on CROs and clinical trial sites to
ensure the proper and timely conduct of our clinical trials and we intend to have agreements governing their committed activities, we will have
limited influence over their actual performance.

We could encounter delays if a clinical trial is suspended or terminated by us, by the IRBs of the institutions in which such trials are being
conducted, by the Data Safety Monitoring Board, or DSMB, for such trial or by the FDA or other regulatory authorities. Such authorities may
impose such a suspension or termination due to a number of factors, including failure to conduct the clinical trial in accordance with regulatory
requirements or our clinical protocols, inspection of the clinical trial operations or trial site by the FDA or other regulatory authorities resulting
in the imposition of a clinical hold, unforeseen safety issues or adverse side effects, failure to demonstrate a benefit from using a drug, changes
in governmental regulations or administrative actions or lack of adequate funding to continue the clinical trial.

If we experience delays in the completion of, or termination of, any clinical trial of our product candidates, the commercial prospects of our
product candidates will be harmed, and our ability to generate product revenues from any of these product candidates will be delayed. In
addition, any delays in completing our clinical trials will increase our costs, slow down our product candidate development and approval process
and jeopardize our ability to commence product sales and generate revenues. Any of these occurrences may harm our business, financial
condition and prospects significantly. In addition, many of the factors that cause, or lead to, a delay in the commencement or completion of
clinical trials may also ultimately lead to the denial of regulatory approval of our product candidates.

Competition for patients in conducting clinical trials may prevent or delay product development and strain our limited financial resources.

Many pharmaceutical companies are conducting clinical trials in patients with the disease indications that our potential drug products target. As
a result, we must compete with them for clinical sites, physicians and the limited number of patients who fulfill the stringent requirements for
participation in clinical trials. Also, due to the confidential nature of clinical trials, we do not know how many of the eligible patients may be
enrolled in competing studies and who are consequently not available to us for our clinical trials. Our clinical trials may be delayed or terminated
due to the inability to enroll enough patients. Patient enrollment depends on many factors, including the size of the patient population, the nature
of the trial protocol, the proximity of patients to clinical sites and the eligibility criteria for the study. The delay or inability to meet planned
patient enrollment may result in increased costs and delays or termination of the trial, which could have a harmful effect on our ability to
develop products.
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The regulatory approval processes of the FDA and comparable foreign authorities are lengthy, time consuming and inherently
unpredictable, and if we are ultimately unable to obtain regulatory approval for our product candidates, our business will be substantially
harmed.

The time required to obtain approval by the FDA and comparable foreign authorities is unpredictable but typically takes many years following
the commencement of clinical trials and depends upon numerous factors, including the substantial discretion of the regulatory authorities. In
addition, approval policies, regulations, or the type and amount of clinical data necessary to gain approval may change during the course of a
product candidate s clinical development and may vary among jurisdictions. We have not obtained regulatory approval for any product candidate
and it is possible that none of our existing product candidates or any product candidates we may seek to develop in the future will ever obtain
regulatory approval.

Our product candidates could fail to receive regulatory approval for many reasons, including the following:

the FDA or comparable foreign regulatory authorities may disagree with the design or implementation of our clinical trials;

we may be unable to demonstrate to the satisfaction of the FDA or comparable foreign regulatory authorities that a product candidate
is safe and effective for its proposed indication;

the results of clinical trials may not meet the level of statistical significance required by the FDA or comparable foreign regulatory
authorities for approval;

the FDA or comparable foreign regulatory authorities may disagree with our interpretation of data from preclinical studies or clinical
trials;

the data collected from clinical trials of our product candidates may not be sufficient to support the submission of an NDA or other
submission or to obtain regulatory approval in the United States or elsewhere;

the FDA or comparable foreign regulatory authorities may fail to approve the manufacturing processes or facilities of third-party
manufacturers with which we contract for clinical and commercial supplies;

the FDA or comparable foreign regulatory authorities may fail to approve the companion diagnostics we contemplate developing
with partners; and

the approval policies or regulations of the FDA or comparable foreign regulatory authorities may significantly change in a manner
rendering our clinical data insufficient for approval.
This lengthy approval process as well as the unpredictability of future clinical trial results may result in our failing to obtain regulatory approval
to market our product candidates, which would significantly harm our business, results of operations and prospects.

In addition, even if we were to obtain approval, regulatory authorities may approve any of our product candidates for fewer or more limited
indications than we request, may not approve the price we intend to charge for our products, may grant approval contingent on the performance
of costly post-marketing clinical trials, or may approve a product candidate with a label that does not include the labeling claims necessary or
desirable for the successful commercialization of that product candidate. Any of the foregoing scenarios could materially harm the commercial
prospects for our product candidates.

Table of Contents 50



Edgar Filing: Sorrento Therapeutics, Inc. - Form 10-Q

We have not previously submitted a biologics license application, or BLA, or a New Drug Application, or NDA, to the FDA, or similar drug
approval filings to comparable foreign authorities, for any product candidate, and we cannot be certain that any of our product candidates will be
successful in clinical trials or receive regulatory approval. Further, our product candidates may not receive regulatory approval even if they are
successful in clinical trials. If we do not receive regulatory approvals for our product candidates, we may not be able to continue our operations.
Even if we successfully obtain regulatory approvals to market one or more of our product candidates, our revenues will be dependent, in part,
upon our collaborators ability to obtain regulatory approval of the companion diagnostics to be used with our product candidates, as well as the
size of the markets in the territories for which we gain regulatory approval and have commercial rights. If the markets for patients that we are
targeting for our product candidates are not as significant as we estimate, we may not generate significant revenues from sales of such products,
if approved.
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We plan to seek regulatory approval to commercialize our product candidates both in the United States, the European Union and in additional
foreign countries. While the scope of regulatory approval is similar in other countries, to obtain separate regulatory approval in many other
countries we must comply with numerous and varying regulatory requirements of such countries regarding safety and efficacy and governing,
among other things, clinical trials and commercial sales, pricing and distribution of our product candidates, and we cannot predict success in
these jurisdictions.

Our most rapid and cost effective access to market approval for Cynvilog™ depends on meeting the conditions for approval under
Section 505(b)(2) of the Federal Food, Drug and Cosmetic Act, or FFDCA.

We are seeking approval for Cynviloq under Section 505(b)(2) of the FFDCA, enacted as part of the Drug Price Competition and Patent
Restoration Act of 1984, otherwise known as the Hatch-Waxman Act, which permits applicants to rely in part on preclinical and clinical data
generated by third parties. For instance, FDA currently does not know if a BE will be sufficient to support the MBC and NSCLC indications.
Sufficiency of the data for approval will be a review issue after an NDA filing.

Specifically, with respect to Cynviloq™, we are relying in part on third party data on paclitaxel, which is the active ingredient in Cynvilog™
and the previously approved products Abraxane® and Taxol®. There can be no assurance that the FDA will not require us to conduct additional
preclinical or clinical studies or otherwise obtain new supplementary data with respect to some or all of the data upon which we may rely prior
to approving a Cynvilog™ NDA.

Our NDA also relies on prior FDA findings of safety and effectiveness of previously approved products, and we will make certifications in our
NDA under Section 505(b)(2) requirements based on the listed patents in the FDA publication Approved Drug Products with Therapeutics
Equivalence Evaluations, or the Orange Book, for certain of these referenced produ