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UNITED STATES
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WASHINGTON, DC 20549
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0 ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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(626) 305-5900
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Securities registered pursuant to Section 12(hefAct:

Title of Each Class Name of Each Exchange on Which Registere
Common Stock, par value $0.01 per st The NASDAQ Stock Market LL(

Securities registered pursuant to Section 12(t)i@fct:None
Indicate by check mark if the registrant is a wélhown seasoned issuer, as defined in Rule 405edBéturities Act. Yes! No [J

Indicate by check mark if the registrant is notuieed to file reports pursuant to Section 13 ord)}%f the Act. Yesl No [J

Indicate by check mark whether the registranth@s filed all reports required to be filed by Sextl3 or 15(d) of the Securities Exchange Act (§4L8uring the preceding
12 months (or for such shorter period that thestegit was required to file such reports), anché®) been subject to such filing requirements ferpthst 90 days. Yes No [

Indicate by check mark whether the registrant basmtted electronically and posted on its corpoveb site, if any, every Interactive Data File riegd to be submitted and posted
pursuant to Rule 405 of Regulation-$ (§232.405 of this chapter) during the precedigribnths (or for such shorter period that the tesyi$ was required to submit and post such filées
[J NoLl!

Indicate by check mark if disclosure of delinquiiiers pursuant to Iltem 405 of Regulatior-B is not contained herein, and will not be contédirte the best of the registrant’s
knowledge, in definitive proxy or information statents incorporated by reference in Part Ill of fiism 10-K or any amendment to this Form 2. [

Indicate by check mark whether the registrantlezge accelerated filer, an accelerated filer, a+axcelerated filer or a smaller reporting comparge 8efinitions of “large

" o«

accelerated filer”, “accelerated filer” and “smalteporting company” in Rule 12k of the Exchange Act.

Large accelerated filer Accelerated filer Non -accelerated filer: Smaller reporting company’

(Do not check if a
smaller reporting compan’

Indicate by check mark whether the registrantshell company (as defined in Rule 12bof the Securities Exchange Act of 1934). Yes No [J

The aggregate market value of the voting and namg@ommon equity held by non-affiliates compubgdreference to the price at which the common gquits last sold as of
June 30, 2014 was $ 151,512,499

The number of outstanding shares of the regissamatmmon stock, par value $0.01 per share, asbstiBey 6 , 2015 was 31,472,763 .

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s proxy statement tdilee with the Securities and Exchange Commissiarspant to Regulation 14A in connection with thgisgant's 2015 Annual
Meeting of Stockholders, which will be filed subseqt to the date hereof, are incorporated by reter@nto Part Ill of this Form 16K. Such proxy statement will be filed with the Setes
and Exchange Commission not later than 120 dajmafivlg the end of the registrant’s fiscal year eh@ecember 31, 2014.
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PART |

Forward -Looking Statements

This Annual Report on Form XK or this Annual Report, may contain “forwartboking statements” within the meaning of
the federal securities laws made pursuant to tleehgabor provisions of the Private Securitiesdation Reform Act of 1995. We have
based these forwardooking statements largely on our current expeatatiand projections about future events and fimhm@nds

affecting the financial condition of our busineBsrward-looking statements should not be read as a guarafifeture performance or
results, and will not necessarily be accurate atibhos of the times at, or by, which such perforogaor results will be achieved.
Forward-looking statements are based on information availabthe time those statements are made and/aagearent’s good faith
belief as of that time with respect to future egeaind are subject to risks and uncertaintiescinatl cause actual performance or results
to differ materially from those expressed in orgegted by the forwardlooking statements. Our actual results could diffiterially

from those anticipated in these forwaidoking statements as a result of various factacdyding those set forth below under Part |,
Item 1A, “Risk Factors” in this Annual Report. Tlestatements, which represent our current expentatir beliefs concerning various
future events, may contain words such as “may,1l;wexpect,” “anticipate,” “intend,” “plan,” “beleve,” “estimate” or other words
indicating future results. Such statements mayife| but are not limited to, statements concertfiedollowing:

- the initiation, cost, timing, progress and resaftsur research and development activities, pregirstudies and futur
clinical trials;

« our ability to obtain and maintain regulatory apgioof our future product candidates, and any eelaestrictions
limitations, and/or warnings in the label of an eped product candidat

« our ability to obtain funding for our operatior

« our plans to research, develop and commercializéuture product candidates;

« our strategic alliance partn’ election to pursue development and commercialina

« our ability to attract collaborators with developmheegulatory and commercialization expert

« our ability to obtain and maintain intellectual pesty protection for our future product candida

« the size and growth potential of the markets farfature product candidates, and our ability toveghose markets;

« our ability to successfully commercialize our figyoroduct candidate

« the rate and degree of market acceptance of aurefproduct candidate

« our ability to develop sales and marketing capidslj whether alone or with potential future codiedtors;

« regulatory developments in the United States argldo countries;

* the performance of our thirgparty suppliers and manufacturers;

« the success of competing therapies that are onbeevailable

« the loss of key scientific or management persor

« our expectations regarding the time during whichwilebe an emerging growth company under the J@B&

« our use of the proceeds from our recently completiid! public offering and private placement; &

« the accuracy of our estimates regarding expensesgefrevenues, capital requirements and needlftitianal financing
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Given these uncertainties, you should not placeiemdliance on these forwartboking statements. These forwatkboking statements

represent our estimates and assumptions only thg afate of this Annual Report on Form-10 and, except as required by law, we
undertake no obligation to update or revise pupkicly forward-looking statements, whether as a result of newrinéion, future

events or otherwise after the date of this Annwggdrt on Form 18K. We qualify all of our forward-looking statements by these
cautionary statements.

Item 1. Business.

Our Business

We are a clinical-stage biopharmaceutical company focused on dist@yand developing engineered monoclonal antibodies
to treat severe and lifethreatening diseases with unmet medical needud&'®ur proprietary XmAb technology platform toatee

next-generation antibody product candidates designég@#b autoimmune and allergic diseases, canceotdued conditions. In contrast

to conventional approaches to antibody design, lwfdacus on the portion of antibodies that intexaith target antigens, we focus on
the portion of the antibody that interacts with tiplé segments of the immune system. This portieferred to as the Fc domain, is
constant and interchangeable among antibodiese@ineered Fc domains, the XmAb technology, careadily substituted for natural
Fc domains. We believe our Fc domains enhanceatiperformance by, for example, increasing immuhéitory activity,

improving cytotoxicity , extending circulating halflife or stabilizing novel antibody structures ,ilglmaintaining 99.5% identity in

structure and sequence to natural antibodies. Byawing over natural antibody function, we beli¢hiat our XmAb-engineered
antibodies offer innovative approaches to treatiisgase and potential clinical advantages over étbatments.

Our business strategy is based on the phmp-play nature of the XmAb technology platform to nfgdeatures of natural

antibodies and create numerous differentiated adilproduct candidates. We have internally gendratgipeline that has allowed us to
selectively partner certain development programigewhaintaining full ownership of other programse\Mso have a number of
technology licenses under which we have licenseithAb technology platform to pharmaceutical amatdéthnology companies for
use in a limited number of programs, providing ripldt revenue streams that require no further ressuirom Xencor. There are
currently eight antibody product candidates inichhtrials that have been engineered with XmAlhtedogy, including six candidates
being advanced by licensees and development partner

Our internally-generated pipeline includes the following threel I¥anAb — engineered antibodies that are currently in
development:

«  XmAb58710ur most recently advanced whowned program recently completed a Phase 1b/2igallitnial in
rheumatoid arthritis (RA) and we are planning ftiate an open-label pilot clinical trial in IgG4lated disease (IgG&D)
to assess disease control activity measured blg@é-RD Responder Index (Carruthers, et al., 20it2] Rheum) in
2015. XmAb5871 uses our XmAb Immune Inhibitor Fonfzon and targets B cells, an important componettief
immune system. In January 2015 , we announcedrthia¢ Phase 2a part of the trial 15 XmAb5871eated patients and
eight placebo - treated patients were evaluabl®fodisease activity at the protocol specified dggeactivity assessment
time point of two weeks following the sixth biwegkhfusion. 33% of patients (5 of 15) that receiadidsix biweekly
doses of XmAb5871 achieved DAS28-CRP remissiolwrdisease activity compared to zero patientsvieae treated
with the placebo achieving DAS28-CRP remissiorar tlisease activity. Three ACR70 responses (20%sanACR50
responses (40%) occurred in the XmAb5871 group eoetpto zero and one (13%) respectively in thegilagroup.
ACR70 and ACR50 responses refer, respectively % @0d 50% reductions in the American College ofuRietology
rheumatoid arthritis symptom scale, a common measURA disease activity. Across the entire PHas2a clinical trial,
biweekly administration of XmAb5871 for 12 weekssagenerally well tolerated. The most common XmAkb8@atmer
related adverse related events (AEs) observed pveomminantly mild to moderate gastrointestinaldibies (nausea,
vomiting, diarrhea) occurring during the first isfan of XmAb5871. These gastrointestinal AEs did not typically recn
subsequent infusions and no infusions were discoetl due to these AEs. Other treatment relatedeXxpsrienced in
more than two XmAb5871 treated patients were pyréiever) and headache. Treatment related serduesse events
(SAESs) occurred in two patients that received
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XmAb5871: infusion related reaction and venousttitsosis (blood clot) . Two patients in the placaleated group also
reported SAEs
We believe XmAb5871 has the potential to addrdesyainmet need in autoimmune therapies due t@itdmation of
potent B-cell inhibition without B-cell depletiomd will be exploring other indications in 2015.Qetober 2014, we
announced that we sought and regained all righxsnt8b5871from our partner, Amgen Inc. (Amgen), wiad an option
to acquire an exclusive worldwide license. In metuve granted Amgen a first right to negotiate@ppsed license for
XmAb5871 prior to seeking future partners. Thistigxpires upon the earlier of the initiation oaB& 3 clinical testing of
XmAb5871, a change of control of Xencor, or Octop@t9.

«  XmAb7195is our wholly-owned program being developed for the treatmesewére asthma and allergic diseases. It
our XmAb Immune Inhibitor Fc Domain and is designededuce blood serum levels of IgE, which mediatéergic
responses and allergic disease. Its three speadahanisms of action give it potential advantages ourrent therapies:
(i) increased IgE binding, (ii) inhibition of IgE&@duction and (iii) rapid clearance of IgE fromctifation. In 2014 we file
an IND for XmAb7195 for allergic asthma with the A&nd in May initiated a Phase &mgle ascending dose clinical ti
in healthy volunteers and in allergen-sensitivgextb with high IgE levels. In January 2015 , wearted that interim data
from the trial show rapid reduction of circulatifrge IgE levels to below the limit of detectiontla¢ end of the
XmAb7195 infusion in 90% of XmAb7195 treated sulbgethat had detectable free IgE pre-dose, inclutlinge at the
lowest dose evaluated of 0.3 mg/kg. Total IgE lewedre also reduced in a parallel fashion. Twoestibjwith high pre-
dose IgE levels (above 400 IU/mL) were treated WithAb7195, one each at 0.75 mg/kg and 3.0 mg/kgsicend both
had reduction of free IgE levels to below the liofidetection lasting for at least one week. do&e limiting toxicity of
transient, asymptomatic thrombocytopenia (low blptadelet count) was observed at the 3.0 mg/kg.didse decrease in
platelet count was transient with a minimum by 4iis post-dose, recovery starting by 48 hours gosé and near f ull
platelet count recovery by study Day 8 in all cas¢svhich time serum drug concentrations stilleded levels that
eliminate detectable IgE . No evidence of throoyopenia has been observed in any of the clinizds of XmAb5871,
an anti-CD19 antibody with the identical XmAb Imneumhibitor Fc domain as that of XmAb7195. Modenatigcaria
(hives) was reported in a total of seven XmAb7I8&ated subjects with an apparent correlation oé ddth frequency of
occurrence. In all cases regardless of dose, gms/symptoms of urticaria were mild, non-diffusel @asily treated with
oral antihistamine, and the study drug infusionsens®ntinued to completion without worsening of ggoms. Otherwise,
there were no other adverse events that occurnemie than two XmAb7195 treated subjects. Therewerserious
adverse events reported and no subject discontiRagdl of trial early

*  XmAb5574/MOR20éis being developed by our partner MorphoSys AG (MoRys) for the treatment of bloedbased

cancers and uses our XmAb Cytotoxic Fc Domain. Rhase 1 clinical trial of XmAb5574/MOR208 completgdXencor
in patients with high-risk, heavily-pretreated ahicolymphocytic leukemia ( CLL ) , in which the @&udy showed
encouraging signs of preliminary anti-tumor acyivand an acceptable safety profile and was wedr#déd. The trial
protocol was amended to include a period of extémlbsing for a total of eight patients at the 12kgglose to study the
effect of longer duration of exposure on safety sgponse rate. Overall response rate by IWCLL 20@&ria was 29.6%
(eight partial responses in 27 evaluable patiebtsing NCI-WG CLL 1996, response criteria resulied response rate of
66.7% (18 partial responses). At the highest dasdied, 12 mg/kg, 12 of 16 patients (75%) hadrigdaesponse by
NCI-WG CLL 1996 and six patients (37.5%) had a paraponse using additional CT criteria (IWCLL 2008)edian
progression free survival for all patients was 8if9s and for the extended treatment arm (at 12 ghgvks 420

days. Blood disease cleared in most patients, nvétlian reduction in absolute lymphocyte count flzaseline of 90.8%
XmAb5574/ MOR208 was generally well tolerated withmaximum-tolerated dose identified. Clinically+sigcant,
treatment-related adverse events (AEs) classiig@rade 3 or higher occurred in 5 out of twentyesepatients. The most
frequent treatment-related AEs were infusion-relactions, which were reported for 66.7% of pasieall of which
were grade 1 or 2, and no reactions were seemfioifpthe first infusion. Treatment-related AEs eagported for 18.5%
of patients were ALT increased, AST
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increased, neutropenia and thrombocytopenia; lafirdteatment-related AEs were reportedfd5% of patients. These
events resolved, generally without requiring treaxitnand did not lead to discontinuation.

MorphoSys is currently conducting two Phase 2 dihidals of MOR208 in patients with B-cell acuterighoblastic
leukemia (B-ALL) and non-Hodgkin lymphomas (NHL).

In 2014 our development efforts for XmAb bispecHiatibodies expandedBispecific antibodies are designed with
two different variable domains to elicit biologiczffects that require simultaneous binding to targéts. Previously,
industry efforts at bispecific antibody design hgeaerally been frustrated by poor molecular stgbifficulties in
production and short in vivo half-life. XencoXsnAb® bispecific Fc domain technology is designedrtaintain full-
length antibody properties in a bispecific antibgggtentially enabling stable molecules with favsean vivo half-life and
allowing for the use of standard antibody productitethods. These bispecific Fc domains are usgdrierate a broad
array of novel drug candidates. In November 2044 announced preclinical data from three prograsing our XmAb
bispecific Fc technology showing that bispecifitibodies targeting CD123, CD20 and CD38 antigen$ eativated T-
cells to rapidly kill target cells from a singles#olV bolus in cynomolgus monkeys and demonstrateldnged half-life of
approximately one week in miceWe also announced that we had selected our lea€Bi23xCD3 bispecific antibody,
XmADb14045, for IND-enabling studies and cGMP pracdsvelopment and manufacturing.

In addition, we have licensed our XmAb technologpharmaceutical and biotechnology companies ferius limited
number of their programs. These licensees inclumEhBnger Ingelheim International GmBH (Boehringregelheim) , CSL Limited
(CSL), Janssen R&D, LLC (Janssen) , Merck , ShacbRohme, a subsidiary of Merck & Co., Inc. (Mercilexion Pharmaceuticals,
Inc. (Alexion) , and collec tively these licenséese five Phase 1 clinical dev elopment-stage progrand two pre-clinical
development-stage programs. In December 2014nmeunced a discovery-collaboration with Novo NekdW/S (Novo Nordisk) to
jointly discover novel biologic drug candidates & undisclosed target by combining multiple Xen¥orAb technologies, including
our bispecific and immune inhibitor technologies.

A summary of all our licensed programs is s h owlow :

Current
Xencor Development
Licensee Year Technology Indication Milestones  Royalties Stage
Boehringer Ingelheir 2007 Cytotoxic Oncology Yes Yes Phase 1 trial
(two candidates
Janssel 2009 Xtend Autoimmune diseas Yes Yes Preclinical
CSL 2009 Cytotoxic Oncology Yes Yes Phase :
Morphosys 2010 Cytotoxic Oncology Yes Yes Phase @
CSL 2013 Xtend Hematological diseast Yes Yes Preclinical
Merck 2013 Fc optimizatior Autoimmune diseas Yes Yes Phase :
Alexion 2013 Xtend Undisclosec Yes Yes Phase :
Novo Nordisk 2014 Various, including Undisclosec Yes Yes Preclinical

Bi-specifics

We were founded in 1997 based on protein engingéeichnology developed by our co-founders Basdiliyzd, Ph.D. and
Stephen Mayo, Ph.D. at the California Institute e€finology. We began our first therapeutic monodlantibody engineering and
discovery programs in 2002 and entered into oat KmAb technology license in 2004.

Our Strategy

Our goal is to become a leading biopharmaceutwalpany focused on developing and commercializirgirerered
monoclonal antibodies to treat severe and lifeateneing diseases with unmet medical needs. Keyegitsof our strategy are to:



Table of Content
" Advance the clinical development of our lead Immuhmhibitor Fc Domain product candidates We are developing
XmAb5871for the treatment of autoimmune diseasesding IgG4-related disease, and are developimé\X7195 for
the treatment of asthma and allergic disez

" Build a large and diversified portfolio of produatandidates We aim to create new Xms-engineered antibody prodt
candidates that exploit the novel properties ofXmAb technology platform for preclinical and cliail development by
us.

Continue to monetize and expand the use of our XntAbhnology platform We are seeking additional licensing ¢
partnering opportunities, similar to our collab@as with MorphoSys and Novo Nordisk with other liead
pharmaceutical and biotechnology compar

Broaden the functionality of our XmAb technologyaiform. We are conducting further research into the foncand
application of antibody Fc domains in order to exgppthe scope of our XmAb technology platform. Oispkcific
technology, which uses our heterodimeric Fc doreagbling molecules with dual target binding, isaample of the
expanding functionality of our XmAb technology gtam.

" Continue to expand our patent portfolio protectirayr XmAb technology platform We seek to expand and protect ¢
development programs and product candidates bydjland prosecuting patents in the United States artider
countries.

Our Business

Antibodies as Therapeutic Agents

Antibodies are Y-shaped proteins that are prodibge cells and used by the immune system to tangéteutralize foreign
objects known as antigens. These objects may iadludor cells, bacteria and viruses. Antibodiescaraposed of two structurally
independent parts, the variable domain (the Fv donaad the constant domain (the Fc domain ancCthé domain). The Fv domain is
responsible for targeting a specific antibody &pacific antigen and is different for every typeaafibody. The Fc domain interacts with
various receptors on immune cells and other cellis eather than binding antibodies to target ansgé endows antibodies with
properties beyond simple binding, such as immuspaese regulation and cytotoxicity. Importantly,déenains are the same and
interchangeable from antibody to antibody.

Variable
(Antigen targeting)

Constant —
(Immune function)

Most antibody research to date has been based abilitg to discover and improve antigen-selectveibody Fv domains.
Many pharmaceutical and biotechnology companies kéwets to discover, develop and commercializébaly drugs using such Fv-
based tools. A number of successful products hesdlted from these efforts and the
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global market for antibody therapeutics was esgmab be approximately $45 billion in 2011, of whibe U.S. market was estimated
to be $20 billion.

Intense competition drives companies to develdjgrintiated antibody drugs, often because of tinencon pursuit of the
same antigen Fv targets across the industry. Indefforts have focused on engineering Fv domaimsesthe mid-1980s to enhance
performance. More recently, many efforts at difféision have attempted to improve upon antibodygrerance by drastically
changing the antibody structure or substituting meslecules altogether, for example, new antibokig-ticaffolds, bi-specific antibodies
and antibody-drug conjugates. A challenge to tleéfeets has been making these new drug molecufgEate the beneficial features of
natural antibodies, including ease of productiafety, efficacy and simplicity. These efforts, howe have largely ignored the Fc
domain.

In contrast, in the last decade Xencor has focosdgc engineering. Fc engineering involves addii@momplexities,
particularly consideration of simultaneous inteiats with multiple Fc receptors and immune celletyand requires significant
expertise in structural biology and immunology. Wéeloped the XmAb technology to create signifigaebhanced antibody
performance while preserving over 99.5% of the rtantibody structure because we believe that taaimg native antibody structure
could retain these beneficial features in our higlifferentiated antibody candidates.

Our XmAb Technology Platform

Our XmAb Fc domain technology is a platform of botly components that enable the creation of thetapantibody
candidates that have novel interactions with thedmimmune and antibody regulation systems. Weldped the XmAb technology
platform from a systematic effort to engineer tltadBmain of antibodies to manipulate its interactiith a variety of its natural
receptors. We used our patented screening technatogsisting of algorithms and computer modelthefthree-dimensional structure
of the Fc domain, to focus on, from the vast nunitfgrossibilities, manageable sets of possible araoid changes that result in small
maodifications to the Fc domain structure which efffegnificant changes in antibody function andi@enance.

We have identified a set of Fc domains, each otwis engineered to have a specific function baseids Fc receptor binding
profile, including:

« Immune Inhibitor Fc Domain—selective immune inhibition and rapid target cleas targeting the receptoryRIlb
« Cytotoxic Fc Domair—increased cytotoxicity, targeting the receptoryRlIlla on natural killer (NK) cells and lyRlla on
other immune system ce

* Xtend Fc Domain—extended antibody haHiife, targeting the receptor FcRn on endothelidlsce

« Bispecific Domain- hete rodimericFc domainsenabling molecules with dual target bind

In addition, we have engineered XmAb Fc domain$ wther properties, including rapid antigen cleaearmntibody stability
and multiple-antigen specificity (heterodimer). Each XmAb Fc @amconsists of a naturally occurring Fc domairhvaitsmall number
of amino acid changes, usually two that we founbeeritical for modulating interactions with thesited Fc receptors or manipulating
Fc structural organization . With such limited nfaditions of the natural Fc domain, XmAlengineered antibodies are typically over
99.5% identical in structure and sequence to neamtébodies, simplifying product development yehancing function. In contrast to
other engineering approaches for next-generatithaties, we believe this conservative design adlowr engineered antibodies to
retain the beneficial stability, pharmacokinetasg ease of discovery of natural antibodies, abageb allow well-validated methods
for antibody manufacturing. We believe we can thgravoid the problems many new antibody platforgehhad in production and
drug stability .
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KmAb Fc Domains

XmAb Technology:
EngineeredFc Domaing

Immune Inhibitor Fe Domain Cytotoxic Fe Domain ¥tend FoDomain Heterodimer Fo Domain

Targeted Receptor: FoyRllla, Targeted Receptor: FoRn

Targeted Recepter: FoyRIb FeyRlla Therapeutic Use: Erables

X Therapeutic Use: Extends half- bispecific technobogy for multiple
T!'Lerapgutm Use: Autoimmuns Therapeutic Lise: Gneology ife, potentialy improving dosing antigen targating
diseases and efficaocy

Key Product Hey Product

ey Product
Candidate:

ey Product

Candidates: Candidate: ‘Candidate:

HmAb3ET1 HmAbT135 HmAbS5T4 [ MOR20E HMultiple partners Preclinical Bispecific Pipeline
Indications: Indications: Indications: Indications: Indications:
[Gga-RLDy, Asthma, B-ALL. MHL, CLL Varioiurs Oncology, other
Lispies Aliargy

XmAb Immune Inhibitor Fc Domain technology

FcyRIlb is an inhibitory receptor that is expressedocells and other cells. #RlIb, when engaged by Fc domains, signals
inside the cell to block immune response activagiatnways, for example the-Rell receptor pathway that activates in response to
antigen recognition and ultimately results in theduction of antibodies to antigen. We have focusethis role as an important
negative feedback regulator of the-Bell response, where its biology is wellalida ted. Its expression and signalin g charésties

have made it a difficult target for monoclonal &otlies, as targeting it by itself does not trig¢ginhibitory properties. R&RlIlb must
be associated with other specific partner proteithe cell surface to activate its inhibitory pedges. We have circumvented this

problem by discovering variants of the Fc domaithwenhanced binding to fRIIb and designed the Fv domain to target-&cBll
protein. This coupling of the two target proteimssome cases, will trigger the inhibitory propestiof FgRIIb.

We have discovered a series ofRtib immune inhibitor Fc variants with increaseddiing affinity to FgRIIb of up to
400-fold. The high affinity variant has two amino asidbstitutions in the Fc domain and has been apfdiedeate our first immune

inhibitor product development candidate XmAb587hisTantibody, described in greater detail belowgets CD19 on B cells through
its variable domain and recruitsyRilb to induce its inhibitory properties. We hawsmbnstrated in several preclinical studies that

XmADb5871 inhibits B-cell responses to a variety of stimuli . We haws alpplied this high affinity Inmune Inhibitor FoMain to our

anti-IgE antibody XmAb7195, which as a result inhibitsieation of only IgE-positive B cells and hence prevents productiorgif b
key mediator of allergic response. Also, we hagealiered an exciting new mechanism of action medigay the XmAb Immune
Inhibitor Fc Domains. High R&Ilb binding causes very rapid clearance from iheutation of the complexes formed between
XmADb7195 and IgE, a property that we believe isjusiamong IgE inhibitor antibodies. This providestaer mechanism to lower the
amount of circulating IgE.
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The rapid clearance mechanism of Immune InhibitoDBmains offers a highly differentiating functier antibodies targeting

soluble antigens, such as IgE, and opens oppddsifdr the technology beyond-Bell modulation. For example, we are generating
discovery candidates using XmAb Immune Inhibitormmains to clear pathologic targets from circalati

XmAb Cytotoxic Fc Domain technology

Our XmAb Cytotoxic Fc Domain technology consistadferies of variant Fc domains that improve bigdathe activating
Fcy receptors. This binding improvement drives inceglaantibody-dependent cell cytotoxicity (ADCC), a primary megisan of

antibody cytotoxicity. The lead Fc variant usedh@arly all of our Cytotoxic Fc Domain antibody catates is an Fc domain with two
amino acid substitutions that increase affinityFoyRlIlla, the activating receptor expressed on natkiligr (NK) cells, by

approximately 4G-fold. NK cells are cytotoxic lymphocytes of the @&a immune system and play a major role in elinmabf tumor

cells and virally infected cells. Our XmAb CytotoXtc Domain also increases affinity foryRtla by approximately five-fold, with

potential for recruitment of other important effactells such as macrophages, which play a rdt®ih innate and adaptive immunity
by engulfing and digesting foreign materialyRdlla is considered an important mediator of thétamor efficacy of antibodies such as
Genentech’s Herceptin (trastuzumab) and BiogenGlwéntech’s Rituxan (rituximab).

Numerous publications have demonstrated the impogtaf Fg receptors for antitumor efficacy in mouse models and also in
clinical studies of Rituxan and Herceptin. We hapelied our Cytotoxic Fc Domain to a large numiferadidated (e.g. Rituxan,
Herceptin, Bristo-Myers Squibb and Eli Lilly and Company’s Erbitux fieeémab)) and unvalidated antibodies, and in edlesawe
have seen a marked increase of ADCC measured'®m Vite have established that the Cytotoxic Fc Dartethnology increases the
anti —tumor efficacy of antibodies in a number of mousmeis. In primate studies, we have shown that pti-&€£D19 antibody

XmADb5574/MOR208, which incorporates our XmAb Cytdtokc Domain, depletes monkey B cells whereas dagimnti—-CD19
antibody with an unmodified Fc domain did not swstelly kill B cells.

In Phase 1 clinical studies, antibodies incorpagatiur XmAb Cytotoxic Fc Domain, for example XmAK35targeting CD30
in Hodgkin's lymphoma, have shown tumor reductiesponse rates comparable or superior to respoteseimgublished reports of

non-Fc engineered antibodies against the same tartiet 8everal partners and licensees are using giat@xic Fc Domain in their
oncology antibodies, including four programs cutlseim clinical trials.

XmAb Xtend Fc Domain technology

Our XmAb Xtend Fc Domain technology consists ofdemains designed to increase binding affinity ®rédceptor FcRn.
FcRn is present inside lysosomes in endotheli# fieing the blood vessels and functions to resmitiébodies from the degradation that

makes most proteins shettived in circulation. As a result of interactionghviFcRn, all antibodies have halfives ranging from a few
days to a few weeks, allowing less frequent dongntibody drugs than most other biologics. Weehangineered a series of Fc
variants that increase binding of the Fc domaiRd&n to enhance FcRmmediated rescue and thereby increase circulatitig-hie.

Our lead XmAb Xtend Fc Domain has two amino acidissitutions and has shown up to thrdeld increases oh vivo half -life for a
number of different antibodies in monkey models.

We believe extension of halfife can be exploited to improve therapeutic ardipperformance in several ways:

« Increased dosing interval, providing superior pat@mnvenience and likely compliance. Such a redfi@xjuency o
dosing also results in lower drug use in aggregatijcing cost of good

« Lower drug quantities at the same dosing intergaha parent antibody. This can simplify dosagefdation anc
sometimes enable subcutaneous formulation. Cagtads is reduced as we

« Higher drug levels using the same dose and dostegvial as the parent antibody, resulting in lordreg exposure ar
potentially translating to better efficac
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We have licensed XmAb Xtend Fc Domain technologyeeeral biopharmaceutical companies who are uéngb Xtend Fc

Domains to both improve existing antibody drugs emdreate new drugs with long halfves. In the third quarter of 2014, our partner

Alexion initiated a Phase 1 clinical trial with andisclosed molecule to be used against an undistltarget. It is the first human
clinical trial with a molecule incorporating our Xxh Xtend Domain technology.

XmAb Bispecific Domain t echnology

Bispecific antibodies are designed with two diffegreariable domains to elicit biological effectatiequire simultaneous
binding to two targets. Previously, industry oef§ at bispecific antibody design have generadlgrbfrustrated by poor molecular
stability, difficulties in production and shoim vivo half-life. Xencor's XmAb® bispecific Fc domaiedhnology is designed to
maintain full-length antibody properties in a bisifie antibody, potentially enabling stable molezuiwith favorablein vivo half-life
and allowing for the use of standard antibody potida methods. These bispecific Fc domains ard tsgenerate a broad array of
novel drug candidates .

We have created Fc variants that form heterodinferidomains that enable the creation of bispeaifiibodies that have
different Fv domains on each side of the Fc donmaorder to bind to a different antigen with eaétih@ir Fv domains. For example, we
can readily create bispecific antibodies that linth CD3 and a tumor antigen in order to recruibtxic T cells to the tumor cell.
Because of the Fc domain, these bispecific antésoditain the long half-life and ease of productigrical of standard antibodies. We
have generated a number of bispecific antibodyodisy programs using our XmAb heterodimer Fc dosaind have dem onstrated
that several bispecific antibod ies built on thEselomains are highly active in primate models.

In November 2014 , we announced preclinical dabafthree programs using our XmAb bispecific Fhitedogy showing
that bispecific antibodies targeting CD123, CD26 &D38 antigens each activated T-cells to rapidiytarget cells from a single dose
IV bolus in cynomolgus monkeys and demonstratetbpged half-life of approximately one week in mid@ur initial bispecific
programs are tumor-targeted antibodies that comatin a tumor antigen binding domain (CD123, CO20CD38) and a cytotoxic T-
cell binding domain (CD3).

We also announced in November 2014 that we hadtseleur lead anti-CD123xCD3 bispecific antibodynXb14045, for
IND-enabling studies and cGMP process developmehhznufacturing. We plan to initiate clinical tsian acute myeloid leukemia
with XmAb14045 in 2016. Additional development candidates against additiamaor targets are in discovery.

Additional XmAb Fc domains

We continue to design Fc domain variants and hademetified improved functions in addition to thosesdribed above. Our goal
is to remain at the forefront of antibody enginegilby using our expertise in Fc domain engineeiongreate new functions for use in
antibody therapeutics. We have Fc variants thatorgcomplementdependent cytotoxicity. Other Fc variants have baegineered to
eliminate binding to all Rcreceptors, thereby creating Fc domains that hawytotoxic effector function at all. Such domakee
important use in therapeutics where no effectoction is desired.

Antibody Fv domain engineering capabilities

We have developed tools to engineer humanizedwdlydhfuman, high-affinity antibody Fv domains. Usually starting fran
mouse antibody Fv domain, we analyze its amino sefpience computationally to find the best matehsshuman antibody
sequences, which we then substitute into the miingomain to create antibodies with very high hore@guence content. Our
approach preserves the structural integrity ofatht#ody and maintains binding to antigen. We aksdorm antigen affinity
enhancement by computationally filtering sequer@nges and generating small, focused librariew ofafiants that we screen for
tighter binding. All of our internally discoveredmdidates, including XmAb5871, XmAb7195 and XmAb&SBTOR208, were
generated using these tools.
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XmAb5871, a B-cell Inhibitor for the Treatment of Autoimmune Diseases

Overview of XmAb5871

XmAb5871 is a monoclonal antibody for the treatmefrdutoimmune diseases that uses our XmAb Immabnibitor Fc
domain to target R®Ilb, an inhibitory receptor expressed on B celid ather immune cells, and through its Fv domaigets CD19,

which is expressed on all B cells. By simultaneptistgeting the B-cell proteins, CD19 and FRIlb, XmAb5871 has an ability to

engage the natural inhibitory pathway provided byRFlb, preventing further activation of B cells bytaantigens and potentially also
suppressing the ability of B cells to further prkgaownstream autoimmune responses from T cell49GIhd FgRIIb are expressed

broadly throughout B-cell development, so we expect that XmAb5871 valifer broad suppression of-Bcell activation and
downstream events such as antibody production. &/e tlemonstrated that XmAb5871 inhibits- &Il function in multiple animal
models and in initial human clinical trials withalgstroying these important immune cells, in cattta other B-cell targeting

therapies, such as Rituxan, that attack and deBtieslls. We believe the combination of potent lmiton without B—cell depletion,

which can lead to opportunistic infections, hasgbgential to address a key unmet need in autoinentuerapies. The coupling between
CD19 and FgRIlb, mediated by XmAb5871, promotes a strong riegatignal in the B cell, preventing its activatiand potentially

blocking disease pathology in a variety of autoimmand inflammatory conditions by broadly blockaigB -cell populations.
XmADb5871 is the first potential therapy that we aveare of that targets #RlIb inhibition.

';E] Matural

Feedback Inhibition

Controliad Emmune
(A) Natuest
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Therapeutic Inhibition by XmAb5871 Mimics Natural Pathways. (A) B-cell responses against a ntigen lead
to antibody secretion, resulting in immunity and insome cases autoimmunity. (B) Excess antibodies p
roduced in the B-cell response can engage both the antigen and timhibitory receptor FcyRlIIb on the

B —cell surface, acting to control the immune respons€C) XmAb5871 mimics the natural feedback

inhibition by targeting CD19, rather than the antigen, on the B-cell surface and recruiting FgRIIb to
inhibit activation of the targeted B cell.

In December 2010, we entered into a collaborati@h@ption agreement with Amgen for XmAb5871. Durthg option period,
which was to expire upon completion of a data revperiod following our planned Phase 2b preof —conc ept (POC) clinical trial,

we le d research, development and manufacturingtée for XmAb5871 with collaborative input an@éwklopment support from
Amgen. Under the agreement, Amgen paid us an upfi@yment and early development milestones andotigated to pay additional
milestones, both before and after payment of an
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option exercise fee, and royalties on sales folhawén exercise of the option by Amgen. In 2014 preached Amgen to request an
end to the collaboration to allow us to pursueffedint clinical and commercial path from the onigjiagreement. Amgen agreed and in
October 2014 we announced that we had regainealt to XmAb5871, subject to granting Amgen dtigf first negotiation. The

new agreement requires Xencor to first discuss #itfgen any proposed license prior to seeking gtheiners. This right expires upon
the earlier of the initiation of Phase 3 clinioadting of XmAb5871, a change of control of XenasrOctober 2019. At that time we
announced that we were not continuing developnreR#A and were planning clinical development in rplét autoimmune diseases
where B-cell inhibition shows promise, including3g-RD.

Clinical Development Summary

The initial clinical trial application for XmAb587&as approved by the United Kingdom Medicines andltieare Products
regulatory agency in September 2011. To datejinltal development for XmAb5871 has been conduatedestern and central
Europe. In December 2012, we completed a Phasentiamized, blinded, placebo-controlled, singleeading dose clinical trial to
investigate the safety, tolerability and pharmagetics of XmAb5871 in healthy male adult volunteeféie primary objectives of this
clinical trial were (1) to determine the safety dolgrability profile of single-dose intravenousadistration of XmAb5871 and (2) to
characterize the single-dose pharmacokineticsrmntlinogenicity of XmAb5871. We also included seveiamarkers to evaluate the
ability of XmADb5871 to suppress B-cell responseséated subjects and we observed promising ineswppressive activity against
these biomarkers, including a tetanus antigen ehgdl, stimulated CD86 expression and B-cell coXmAb5871 was well tolerated at
all doses investigated. No subjects experiencettiaus adverse event or a dose-limiting toxicitiieTnost frequently reported
treatment related adverse events (AEs) were gatgstinal AEs (including nausea, vomiting, abdorhpzan, abdominal/epigastric
discomfort and diarrhea) in 39% of subjects. All bone were of mild to moderate severity, with onbjsct experiencing severe nausea.
All 48 subjects completed the clinical trial procbcXmAb5871 's h alf-life averaged 3.63 + 1.24yda A nti-drug antibodies (ADA)
were detected in samples from 44% of the subj@ris. subject with a positive ADA appeared to havaaelerated decline in
XmAb5871 concentration. Other than this one sulijestte was no distinct evidence of ADA - mediatkiance of XmAb5871 in any
other ADA positive subject XmAb5871 was demonstrated to have promising immupp®ssive activity based on several biomarkers
observed during the trial.

In January 2013 , we initiated a Phase 1b/2a dinti@l in patients with active RA. This PhaseZbtlinical trial was a multi-
center, randomized, placebo-controlled, doubledgth multiple ascending dose study of the safetgrability, pharmacokinetics and
pharmacodynamics of XmAb5871 in RA patients withivacdisease on stable non-biologic DMARD theraflye primary objective of
this clinical trial was to determine the safety aolérability profile of biweekly, multiple-doseptravenous administration of
XmAb5871 in patients with RA. Secondary objectivese (1) to characterize the pharmacokinetics amdunogenicity of
intravenously administered XmAb5871 in patientdwiRtA and (2) to evaluate the effect of XmAb587 1R disease response as
measured by changes in Disease Activity Score Rf)S-reactive protein (DAS28-CRP) at Week 13 far Phase 2a part of this
clinical trial. The clinical trial was conducted two parts. In the Phase 1b part of this clinidal , 29 RA patients with active disease
on stable non-biologic DMARD therapy were enrolletbifour consecutive dose cohorts (0.3 to 10.0 gjgiandomized approximately
6:2 (six XmAb5871 patients to two placebo patierd#er than for the lowest dose, where it was Bath patient was administered
XmADb5871 or placebo every 14 days for a total gfogises. In the Phase 2a part of this clinical tr2% patients were randomized 2:1
(two XmADb5871 patients to one placebo patienthe @ose for this part of the trial was 10.0 mg/kglacebo and patients were
administered XmAb5871 or placebo every 14 daysfmtal of six doses .

Data from the Phase 2a part of the trial show psorgiactivity in patients with RA, including multgpDAS28-CRP remissions
and ACR50 and ACR70 responses. In the Phase 2at@ftibe trial 15 XmAb5871 treated patients arghéplacebo treated patients
were evaluable for RA disease activity at the protspecified disease activity assessment timet pditwo weeks following the sixth
biweekly infusion. 33% of patients (5 of 15) thateived all six biweekly doses of XmAb5871 achiel&528-CRP remission or low
disease activity versus zero on placebo. Three AQR3ponses (20%) and six ACR50 responses (40%yjrectin the XmAb5871
group compared to zero and one (13%) respectinelyd placebo group. Across the entire Phase Hiiffleal trial, bi weekly
administration of XmAb5871 for 12 weeks was gergnakll tolerated. The most common XmAb5871 treaiine
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related adverse events (AEs) observed were predotyrmild to moderate gastrointestinal toxicit{eausea, vomiting, diarrhea)
occurring during the first infusion of XmAb5871. 8$e gastrointestinal AEs did not typically recuisabsequent infusions and no
infusions were discontinued due to these AEs. Qiteatment related AEs experienced in more thanXmé\b5871 treated patients
were pyrexia (fever) and headache. Treatment telstgous adverse events (SAEs) occurred in twiergatthat received

XmAb5871: infusion related reaction and venousiifivosis. Two patients in the placebo treated gedsp reported SAEs.

We have begun translational and mechanistic studi¥snAb5871 in the rare autoimmune disorder, imoglobin G4-related
disease, or IgG4-RD . In 2015 we plan to fildrarestigational new drug application (IND) with tRBA and to initiate an open-label
pilot clinical trial in patients with IgG4-RD tassess disease control activity as measured bg@®RD Responder Index (Carruthers,
etal., 2012, Int J Rheum).

IgG4 - RD is a rare fibro-inflammatory autoimmurisaider that impacts approximately 10,000-20,0G8epss in the United
States , based on the incidence rate reportegpanJalgG4 - RD affects multiple organ systemswaedelieve is characterized by the
presence of IgG4-positive plasmablast cells andli$tinct histopathologic al appearance of diseasgéns that is required for
diagnosis. This objective histopathologic al diagfit criterion is atypical for most autoimmunesdises and offers advantages for
accurately identifying patients.

Preclinical Development

We have examined the ability of XmAb5871 to inhiitells in preclinical studies, includirmg vitro andin vivostudies. The
observation s in our preclinical studies include:

No depletion of human B cells in cultu
" Inhibition of human B cells, including B cells dded by lupus and arthritis patients, stimulatecilwariety of agent:
" Suppression of antibody responses in humanized enooslels
" Suppression of disease in mouse models of artaritismultiple sclerosis without-cell depletion; an:
" Well tolerated at high doses in monke

The lack of B-cell depletion is an important prageasf XmAb5871, giving it a potential safety advage relative to B-cell
depleting therapies like Rituxan. We have showih XmAb5871 did not kill B cells in a culture of ham blood cells over a wide
concentration range. In contrast, Rituxan and XnB¥# depleting antibodies for treating B-cell casgboth significantly depleted B
cells.
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The hallmark of B-cell activation is intracellulealcium mobilization. B cells taken from human denean be stimulated in

vitro resulting in a readily observable mobilizatiof calcium. In contrast, in the presence of Xm&n5, stimulation of the B cells leads
to very slight calcium mobilization, barely detda&awith our assays (figure below).
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XmAb5871 suppresses calcium mobilization, a hallmérof B-cell activation. Upon stimulation, B cells teated
with placebo showed an increase in calcium flux. leontrast, B cells treated with Xm Ab5871 showed law

calcium signal.

A second common measure of B-cell activation i fi@liferation in response to various stimuli.greclinical studies, we
demonstrated XmAb5871 inhibits B-cell proliferatistimulated by anti-CD79b, IL-4, BLyS or lipopolysdaride (LPS), a range of
stimulants that signal through different pathwalige inhibition of the BLyS-mediated propagatiompasticularly notable given the
recent approval of the anti-BLyS antibody Benlyfstatreatment of lupus, suggesting that XmAb58#iibition includes the pathways
blocked by Benlysta.

Because most autoimmune diseases involve conwifmifrom T cells in addition to B cells, we exandiribe ability of
XmAb5871 to reduce the propensity of the B celittivate T cells. CD86 is the ligand for CD28 onrells and their interaction is a
major stimulant of T cells. For example, the blaikaf CD86 by Bristol-Myers Squibb's Orencia (abepdkis used as a treatment for
rheumatoid arthritis and is also being investigdtedhe treatment of lupus. Upon B-cell stimulati€D86 is increased on the B-cell
surface, promoting the ability of the B cell to agg and activate the T-cell response. In the peesehXmAb5871, however, we
observed that CD86 was significantly diminishedisTdbservation led subsequently to the use of dasimssay as an activity biomarker
for our Phase 1a clinical trial.

XmAb5871 was consistently immunosuppressive in raonedels of the human B-cell response. Becausarntiteody does not
recognize mouse CD19 or mouseZRIIb, we used humanized mouse models (huSCID) hickvhuman peripheral-blood cells,
including B cells and T cells, are engrafted imaramune compromised mouse. These are well-edtablimodels and the human
immune cells will normally react to immunizationtiviantigen. Assuming that most of our human domarsld have been vaccinated
with tetanus toxoid, we set up humanized mouse teatéh a tetanus booster vaccination to see if X¥5871 could suppress the anti-
tetanus response (figure below). We ran the maodelenous times and observed a robust anti-tetartimey response in untreated
mice (the placebo control group), which we did oloserve in mice treated with XmAb5871, indicatifigetive B-cell inhibition.
Rituximab was included as a control, showing ontgimediate suppression of the anti-tetanus antibesponse. XmAb5871's ability
to prevent antibody responses in these humanizegenmodels suggests it might be capable of inhgp#intibody responses in general
and thus autoantibody responses in humans withnaetione diseases.
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anti-Tetanus response in mice
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XmAb5871 inhibited anti-tetanus antibody responses mice engrafted with human B cells and immunizedvith
tetanus.

We could not test XmAb5871 for activity in moussafise models because of the lack of reactivity thighmouse CD19 and
Fc??RIIb. Accordingly, we created an XmAb5871 surrogatéibody called XENP8206, which has an Fv domiaétt tecognizes
mouse CD19 and an Fc domain identical to XmAb58Véa .then used mice transgenic for humar? PRllb as a background system for
disease models. In these mice, the mouseRIIb gene has been replaced with the huma® FRIIb gene so their Fe? Rllb
receptor can be recognized by the XENP8206 Immnhibitor Fc Domain. In vitro experiments with B lselaken from the transgenic
mice showed us that XENP8206 was capable of mimickimAb5871's B-cell inhibition activity, and thide activity was dependent
on engagement of human #@ Rllb. In a collagen-induced arthritis model, XENPBZreated mice had little to no evidence of
inflammation, whereas untreated mice had a 40%lémzie of disease. XENP8206's ability to decreasg®ms in a mouse model of
multiple sclerosis was at least as good as a Ritsyarogate antibody, which caused complete deplet the mouse B cells.
XmADb5871's surrogate antibody XENP8206 did not eaignificant B-cell depletion in our mouse studies

We completed both 12-week and 24-week, multiplesedpreclinical monkey toxicology studies of XmAB48and found no
adverse events in doses up to 200 mg/kg. Additipredlinical work has also shown that XmAb587ldpable of suppressing B cells
donated by lupus and rheumatoid arthritis patientothin vitro andin vivomodels.

Market Opportunity
The indication for which we are currently pursuXgmAb5871 development is IgG4-RD, a newly designatisdrder. 1gG4-

RD is a rare fibro-inflammatory autoimmune disortieat impacts approximately 10,000-20,000 patientee United States , based on
the incidence rate reported in Japan . 1gG4-RBctfmultiple organ systems and
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we believe is characterized by the distinct micopsz appearance of diseased organs, includingrésepce of IgG4-positive
plasmablast cells that is required for diagno3isere are currently no approved therapies for IgR®4and glucocorticoids ( h ormone
steroids) are the current standard of care tredtmen

The autoimmune disease therapeutic market gengnaents a n  opportunity in various small angdanarket indications,
some of which may be appropriate for XmAb14045 reently marketed antibody-based products, inclutlexan (marketed under the
trade name MabThera outside the United States),20itl2 worldwide sales for the treatment of sevauaimmune indications of
approximately $1.1 billion, and GlaxoSmithKline'smysta (belimumab), with 2012 worldwide sales wér$200.0 million for the
treatment of lupus. We will continue to consideditidnal autoimmune diseases to determine whetineAB5871 has potential as a
treatment.

XmAb7195, an IgE Inhibitor for the Treatment of Asthma and Allergic Diseases

Overview

XmAb7195 is an anttIgE antibody engineered to reduce IgE levels ferttkatment of asthma and other atopic diseases. It
three specific mechanisms of action give it potratdvantages over current therapies: increasedffgtity, inhibition of the transition
of B cells to IgE-secreting cells and rapid clearance of IgE frorautation.

*  XmAb7195 is a humanized antigE antibody with an Fv domain that targets theeségk epitope as Genentech and
Novartis AC's Xolair (omalizumab) , which is validated to blolgE. XmAb7195’s affinity for IgE is approximatetiiree
times higher than that of Xolair. We believe tias ttontributes to the increased suppression oblggerved in our
preclinical studies

*  XmAb7195, in contrast to Xolair, has our XmAb Imneumhibitor Fc Domain that has a 46fold higher affinity than
natural antibodies for FRIIb. XmAb7195 and XmAb5871 have the same Fc doptaih XmAb7195, unlike XmAb5871,
inhibits only IgE-positive B cells. By binding to FRIIb on IgE-positive B cells, XmAb7195 suppresses their adtivat

and differentiation into IgEsecreting plasma cells. This binding reduces Igilpetion, a mechanism not seen with
Xolair, and ultimately lowers IgE levels in the bth
« XmADb7195 targets FyRllb, which results in rapid clearance of free &otdl IgE and inhibition of the function of I¢
expressing B cells. Total IgE reduction differares XmAb7195 from other anti-lgE therapeutidlamdies, which
actually increase total IgE levels. Because tgtalassays, unlike free IgE assays, are readilijedola to clinicians, the
effect of XmAb7195 on total IgE levels could enafaethe first time simple monitoring, and poteiitiadjustment of
treatment effect
« Inour preclinical primate and other animal studies observed rapid reductions in IgE levels, €vem the
highly —elevated levels found in chimpanzees, and rapataiee of IgE from circulation. We did not obseany
clearance or such magnitude of reduction with XolHhis suggests a new mechanism of action in whigh FgRIIb
binding causes very rapid clearance of the compléxened between XmAb7195 and IgE in the liver. bééeve
XmAb7195 binds to F&RIIb expressed in cells lining the blood vesselth@liver which take up and degrade the
XmAb7195 IgE complex
These three mechanisms lead to levels of serunbédfv quantifiable levels in preclinical chimpanzatedies and offer the
potential for superior IgE control and superionidal efficacy. We believe the limitations of curtéreatment with Xolair can be
overcome with XmAb7195, and that superior IgE cointneans our product candidate can potentiallyt tidarger population with
superior efficacy.

Clinical Development Plans

In 2014 we filed an IND for XmAb7195 for asthma lwthe FDA and in May 2014 initiated a Phase 1a siagtending dose
clinical trial in healthy volunteers and in allengsensitive subjects with high IgE levels. TiPiwase la
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clinical trial is a randomized, double-blind, placecontrolled, single ascending dose trial beingdemted in two parts. In the completed
Part 1, healthy subjects were enrolled into fivessutive dose cohorts of eight subjects eachpraizd to receive a single
intravenous (V) administration of XmAb7195 or miaittg placebo 6:2 (six XmAb7195 patients to two plae patients) . In the
ongoing Part 2, otherwise healthy subjects witlistoty of allergic rhinitis and/or allergic conjungtis and/or atopic dermatitis with
elevated serum IgE (> 300 IU/mL), will be enrolietb three consecutive dose cohorts of eight stdbgach, randomized to a single
intravenous (V) administration of XmAb7195 or migtty placebo 6:2 (six XmAb7195 patients to two plae patients) . The primary
and secondary objectives of the clinical trial @areetermine the safety and tolerability profilesofgle-dose 1V administration of
XmAb7195 and to characterize the pharmacokineB&§ @nd immunogenicity of single-dose IV administa of XmAb7195
respectively. Exploratory objectives include théedmination of the effect of XmAb7195 on serum feswl total IgE and the effect on
basophil surface IgE and basophitRt expression levels.

In January 2015, we reported interim data fronstRhase 1a clinical trial. XmAb7195 was admineten 30 subjects in Part
1 of the trial in single doses ranging from 0.310 mg/kg. 29 of 30 (97%) subjects had detectakle igE levels pre-dose. Of these, 26
subjects (90%) had reduction of free IgE levelbetow the detectable limit of the assay (<10 ngékhe end of the XmAb7195
infusion with reduction lasting for at least oneekdollowing a single infusion, including thosetlae lowest dose evaluated of 0.3
mg/kg. Two subjects with high pre-dose IgE levalsove 400 IU/mL) were treated with XmAb7195, oneheat 0.75 mg/kg and 3.0
mg/kg doses, and both had reduction of free IgElfeto below the limit of detection lasting forleast one week. Total IgE was
reduced to below the limit of detection (<2.0 IU/h 26 of 30 (87%) subjects with detectable tég#l pre-dose. Dosing through the
first three cohorts (0.3, 1.0 and 3.0 mg/kg) reslilh observations of two apparent dose-relatedit@s: urticaria and
thrombocytopenia. There were no other AEs thatised in more than two XmAb7195 treated subjethere were no SAEs reported
and no subject discontinued the trial early.

Asymptomatic thrombocytopenia occurred in all sikjects receiving XmAb7195 in the 3.0 mg/kg dosearband
thrombocytopenia was deemed a dose limiting toxidihe decrease in platelet count was transiefiit aslow point by 24 hours post-
dose, recovery starting by 48 hours post-dose aadfrull platelet count recovery by study Day &lihcases, at which time serum drug
concentrations still exceeded levels that elimimgiectable IgE . There was no apparent relatipnshthrombocytopenia to known
polymorphisms of Fereceptors lla or b .

Moderate urticaria was reported in a total of seXeAb7195 treated subjects with an apparent coicglaif dose with
frequency of occurrence. In all cases regardles®sé, the signs/symptoms of urticaria were mitoh-diffuse and easily treated with
oral antihistamine, and the study drug infusionsenm®ntinued to completion without worsening of ggoms.

We plan to initiate a Phase 1b multiple ascendwggdrial, following successful Phase 1a trial tyadssessment, that will
include cohorts of mild to moderate allergic patsen

Preclinical Development

We have performed a variety iof vitro andin vivo studies to explore the ability of XmAb7195 to sesfee IgE and inhibit its
production. These preclinical studies have showahXmAb7195 inhibits the production of IgE in a ey of settings, with greater
and/or prolonged reductions of IgE compared to XoWe also have observed evidence of three diftemeechanisms of action. The
observations from our preclinical studies include:

Selective inhibition of IgE production in humar-cell assays

Prolonged reduction of free and total IgE in hurmadimice compared to Xola
" Greater reduction of free and total IgE in chimpsaszcompared to Xolal
" Well tolerated at high doses in monkeys;
" Well tolerated in chimpanzee
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Important for XmAb7195's mechanisms of action &sltinding of circulating IgE and our vitro andin vivo studies reflect this
activity and its three-fold tighter binding to IgEan Xolair. In a preclinical study, we treateddlg to induce their transition into IgE-
secreting plasma cells and observed that XmAb7&86aed the total amount of IgE produced. This msigbent with our prediction that
the incorporation of our Immune Inhibitor Fc Domagwses the inhibition of IgE B cells. In this resp XmAb7195 behaves similarly
to XmAb5871, which we have shown to have broad ciggpto inhibit the production of all classes ofiaodies by B cells. In the case
of XmAb7195, however, the B-cell inhibition is rested to B cells expressing IgE on their surfao® our preclinical studies confirm
this selectivity.

As with XmADb5871, XmAb7195's enhanced Fc domainsdoa bind well to mouse FE? Rllb, so we used models of mice
engrafted with human blood cells and examined &€l in response to XmAb7195. Compared to XokiinAb7195 prolonged the
reduction of free IgE levels, indicating an addiabbiological effect beyond that of simple IgE bing. Total IgE levels (which are the
sum of IgE complexed with anti-IgE antibody pluy &ree IgE) were significantly reduced in XmAb7186ated mice, but not reduced
in the Xolair-treated mice. We interpret these detdurther evidence that XmAb7195, through its bmmInhibitor Fc Domain,
engages F€ ?Rllb on IgE B cells and prevents their transitintoilgE-secreting plasma cells. In further studtethe humanized mice,
we compared the activity of XmAb5871 to XmAb719% aaw that the XmAb7195 suppression was restrictégE versus other
immunoglobulins such as IgG and IgM.

We have also tested the activity of XmAb7195 imgb@anzees, which we believe is the most predictiveal model of the
effects of XmAb7195 in humans. Chimpanzees, inclgdhose in our study, normally have very high Ie# IgE compared to humans,
and humans with these levels would be considerajible for Xolair because their IgE levels exceéair's effective range. We
treated six chimpanzees, three with XmAb7195 anekthvith Xolair, and observed that both antibod&ssed a reduction in circulating
free IgE, as shown in the figures below.

Free IgE (ug/ml) Free IgE (ug/mi)

10 10

-8 Xolair

1 =8 Xolair 1 - XmAb7T195
f - XmAbT195 %‘
0.01 0.01
0.001+ T T T 1 0.001+
0.0 0.5 1.0 1.5 2.0
Hours Days

XmAb7195 reduces free IgE levels in chimpanzees below the limits of quantification of our IgE assay 0.004?
?g/ml. Chimpanzees treated with Xolair had transienimpact, briefly reducing free IgE to approximately 0.050
??g/ml. The plots show data from the same study at fierent time intervals.

Xolair only transiently reduced the free IgE, hoeewvand never achieved the low IgE levels genekalieved necessary for
efficacy (0.02?? g/ml or lower). Xolair, consistent with human ctial studies, increased total IgE three to five flthAb7195, on the
other hand, reduced free IgE levels to below anitlof quantification (0.002 ? g/ml), amounting to at least 10-fold lower IgE than
with Xolair. XmAb7195-treated chimpanzees had mdred rapid reductions in total IgE as well, ongeia consistent with the added
mechanisms of action contributed by the Immunebiiddii Fc Domain. We believe that the very rapiduetébn in total IgE implicates a
third mechanism of action, namely the ability tpiddy clear IgE bound to XmAb7195. A second chimgpem study confirmed these
findings, and additional preclinical studies witlr®gate antibodies in F£? Rllb transgenic mice closely resemble our obserwatin
chimpanzees, indicating that the rapid clearancehar@sm is a general phenomenon and a potentiabpgplication of
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the Immune Inhibitor Fc Domain platform.

We have performed 12-week, multiple dose toxicolsigyglies in cynomolgus monkeys up to 100 mg/kgXame\b7195 is well
tolerated with no adverse effects observed. Furibeg, although the chimpanzee studies were nogledias toxicology studies,
XmAb7195 was well tolerated at the 5 mg/kg doseeséed at both single and multiple doses.

Market Opportunity

According to the CDC, asthma affects approximately in 12 Americans, more than half of asthma seiféchave at least one
attack each year and thousands of people die fethm attacks each year. Disease severities caviglearange, and the treatment
landscape is multi-tiered for asthma patients.eR&iwith mild and moderate asthma are generallyooetrolled with inhaled
corticosteroids and long-acting beta agonists. Hewnea small percentage of the estimated 25 milisthma patients in the United
States have severe asthma and are refractoryhedoise combination therapy. This severe populasi@ommonly treated with oral
corticosteroids, which are associated with a hbandesirable side effects and are often insufficte control the disease.

IgE, the target of Xolair, is the direct mediatbratergies and the allergic asthma response. Wijerinds to allergens, it
triggers an allergic response, which can ultimateult in the debilitating bronchoconstrictionasthma, and other systemic
pathologies such as atopic dermatitis and chrarticasia, also known as hives. Xolair's efficacysgvere asthma through the
suppression of IgE has validated IgE as a therapeuget.

Xolair has been used to treat the severe asthmaaiimm, generating worldwide sales in 2012 of agpnately $1.3 billion.
While Xolair has demonstrated efficacy in sevetéras, its modest potency has led to two key linutet:

" Because Xolair's modest potency would require gractically large dose to control high IgE levélss approved for us
only in a limited number of asthma patients, legwapproximately 20% of asthma patients that hagk hody weight and
high IgE levels ineligible; an

" Of those patients treated with Xolair, approximatehlf do not reach target IgE reductio

XmADb5574/MOR208, a Cytotoxic B-cell Depleting Product Candidate for the Treatmeniof B —cell Cancers

Overview

XmAb5574/MOR208 is a monoclonal antibody that tasg@D19 and incorporates our Cytotoxic Fc Domaihnetogy for
killing of malignant B cells. XmAb5574/MOR208 wassdovered by us and is now being developed by Monphg&irsuant to a
collaboration and license agreement that we enfatedn June 2010. Under this agreement, we gdalterphoSys an exclusive
worldwide license to XmAb5574/MOR208 for all indizats. We were responsible for completing a Phadnital trial of
XmAb5574/MOR208 in chronic lymphocytic leukemia (IC)., which was completed in January 2013. MorphaSy®lely
responsible, at its own cost, for all other develept and commercialization activities. MorphoSys m@nced Phase 2 clinical trials in

patients with B-ALL and Non-Hodgkin’s Lymphoma ( NHL ) , in Aprilral May 2013, respectively.

We humanized XmAb5574/MOR208 with our proprietarghteology and applied our Cytotoxic Fc Domain toarde binding
to the human Fc receptorsyRilla and FgRIla, thereby enhancing recruitment of naturakeki(NK) cells and other K& —bearing

effector cells. We applied further engineeringtte €D19-binding Fv domain of XmAb5574/MOR208 to enhancelfftmity over
10 -fold for human CD19, and also increased its affifor monkey CD19, enabling monkey toxicology affficacy studies.
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CD19 is an alternative target to CD20 that candmlin salvage regimens for patients failing Rituxurther, CD19 is
expressed on the B cell surface earlier in devetogrand persists longer through-Bell maturation. Therefore, XmAb5574/MOR208
may be able to target a broader spectrum of lyntptr@ilignancies, such as acute lymphocytic lymph¢#ial ) or CLL, where
Rituxan’s efficacy may be limited. Finally, we bl that combination therapy of XmAb5574/MOR208 viittmunomodulatory
agents, such as lenalidomide, and/or new chemaihagents, offers the potential for superior efficéo existing therapies.

kil

FeyRliila

XmAbSST4/
MORZ208

Malignant B Cell Natural Killer Cell
(CLL, ALL, NHL, ...)

XmAb5574 recruits Natural Killer cells to malignant B cells to promote their destruction.
Clinical Development

In January 2013, we completed a Phase 1 clitiedlof XmAb5574/MOR208 in patients with high-rigkeavily-pretreated
CLL, in which the antibody showed encouraging sighgreliminary anti-tumor activity and an accepéagafety profile and was well
tolerated. The trial protocol was amended to inelageriod of extended dosing for a total of efgttents at the 12 mg/kg dose to study
the effect of longer duration of exposure on sagetst response rate. Overall response rate by IWZTA8 criteria was 29.6% (eight
partial responses in 27 evaluable patients). USiBGWG CLL 1996, response criteria resulted in spanse rate of 66.7% (18 partial
responses). At the highest dose studied, 12 mg&Xgf 16 patients (75%) had a partial responsi®yWG CLL 1996 and six patients
(37.5%) had a partial response using additionat@€ria (IWCLL 2008). Median progression free sua¥ for all patients was 199
days and for the extended treatment arm (at 12ghg/ks 420 days. Blood disease cleared in mogmiaf with median reduction in
absolute lymphocyte count from baseline of 90.8%A%5574/ MOR208 was generally well tolerated withmaximum-tolerated dose
identified. Clinically-significant, treatment-reéat adverse events (AEs) classified as Grade 3ybehioccurred in 5 out of twenty-seven
patients. The most frequent treatment-related A&®wnfusion-related reactions, which were repofte®6.7% of patients, all of
which were grade 1 or 2, and no reactions were fdlenving the first infusion. Treatment-related AEach reported for 18.5% of
patients were ALT increased, AST increased, neetiigpand thrombocytopenia; all other treatmenteelAEs were reported for
< 15% of patients.

Based on the Phase 1 clinical trial results, Morpisd&s continued the development of XmAb5574/MOR&@B has initiated
two Phase 2 clinical trials of MOR208 in patientshaALL and NHL, respectively. The Phase 2 clinit@l in ALL began in April
2013 and is an open-label, multicenter, single-ainical trial designed to assess efficacy in pasesuffering from relapsed or
refractory B-ALL. Secondary outcome measures ineltgsponse duration, safety and pharmacokinetigsn#b5574/MOR208. In
total, 30 patients are planned to be enrolled.Athase 2 clinical trial in NHL began in May 2013 émdn open-label, multicenter,
single-arm clinical trial designed to assess tfieady of MOR208 in patients with relapsed or refoeg NHL. Secondary outcome
measures include response duration, safety andnplecakinetics of MOR208. A total of up to 120 patgeate planned to be enrolled in
four separate sub-indications: follicular lympho(f&), mantle cell ymphoma (MCL), diffuse large BHdgmphoma (DLCBL), and
other forms of indolent NHL (iNHL). In December2 MorphoSys reported interim data from the Phas&ain NHL. Of 89 patients
treated with the four different subtypes of relapserefractory NHL ; four complete responsesd th DLBCL, one in FL, one in
iNHL), 14 partial responses ( seven in DLBCL, si¥HL, one in iNHL).
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In addition, an investigator-sponsored Phase Zcalitrial in CLL as a combination therapy with gidomide began in January
2014. Additional clinical trials in other B-cetfialignancies and in combination with chemotherapypassible and will be conducted
at the discretion of and under the control of Moigy®

Preclinical Development Summary
Our preclinical observations include:

Cytotoxicity against multiple lymphoma cell line

Cytotoxicity against malignant cells from ALL and M@atients;

Inhibition of tumor growth in mouse xenograft magl

Rapid and sustained depletion of peripheral asti¢is8 cells in monkeys; ali
Well tolerated at high doses in monke

In preclinicalin vitro studies, we tested XmAb5574/MOR208 for ADCC actidgainst a large number of lymphoma-derived
tumor cell lines. In these studies, XmAb5574/MOR2&8 shown to mediate strong NK-mediated killingiagfathe CD19-positive
tumor cell lines tested. Similar tests were perfedrwith tumor cells taken directly from patientstweither ALL or MCL. In these
studies, XmAb5574/MOR208 demonstrated substantiadC&Rctivity against both types of lymphomas. Incalhtexts examined, the
control antibody, which is identical to XmAb5574/M@@8 except its Fc domain is an unmodified Fc donf@mi-CD19 IgG1),
showed greatly reduced ADCC, in some cases witthetectable killing of tumor cells. This comparidughlights the impact of our
Cytotoxic Fc Domain technology on the ability otia@D19 antibodies to recruit NK cells and attagkibr cells. In addition to NK-
mediated killing, the presumed dominant mechanisacttion, we also observed macrophage-mediatedgglyémsis of tumor cells in
vitro, and a direct anti-tumor effect (requiring effector cells such as NK or macrophage) in whitghantibody appears to slow the
growth of some tumor lines.

We used mouse xenograft models to examinéntiieso activity of XmAb5574/MOR208 against subcutaneousiplanted
lymphoma cells. The antibody inhibits lymphoma gttewn both prophylactic (tumor-prevention) modetsl @stablished tumor models.
Notably, anti-CD19 antibodies with unmodified Faniins had diminished anti-tumor activity compae&mAb5574/MOR208.

Although the precursor antibody does not reachgisowith monkey CD19 or B cells, our affinity-eniwed Fv domain does
react well with monkey B cells, and this enabledHer POC and toxicology studies in cynomolgus neysk We performed an initial
high-dose (10 mg/kg) study in monkeys and obserapitl depletion of peripheral B cells after a sndbse of the antibody, ultimately
reducing the B cells to less than five percenhefrtstarting numbers. Significant B-cell reductamere also observed in the bone
marrow, spleen and lymph nodes, notable becauRéwfan's relatively poor ability to impact tisstesident B cells. The 10 mg/kg
dose was well-tolerated by the monkeys, with ncessty effects.

In additional monkey studies, we compared the tgtoli different doses of XmAb5574/MOR208 to depletenkey B cells and
observed significant B-cell reductions at lowerelgsl and 3 mg/kg. In a final study to demonstiteéempact of our Cytotoxic Fc
Domain technology om vivotumor cell killing, we compared the ability of XmB8574/MOR208 to an unmodified IgG1 control
antibody (anti-CD19 IgG1) to deplete monkey B callst 3 mg/kg dose (figure below). The XmAb5574/MOB2Zreated animals
displayed a marked drop in peripheral B-cell coufite unmodified control antibody anti-CD19 IgGh, the other hand, did not
noticeably affect B-cell counts and was indistirsipaible from the effects of treatment with vehidtna.
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A single dose of XmAb5574/MOR208 depletes periphdrB cells in cynomolgus monkeys. A control anti-CDa
antibody containing an unmodified IgG1 Fc domain ad placebo, consisting of the buffer vehicle, has reffect
on B cells.

Market Opportunity

B-cell cancers include lymphomas such as NHL aoldmias such as CLL and ALL. Collectively, lymph@wapresent about five
percent of all cancers diagnosed in the UnitedeStaMHL is the most prevalent of all lymphoproléftve diseases, with the National
Cancer Institute estimating that over 69,000 nesesavill be reported in the United States in 2018 8% of NHLs are classified as
B-cell disorders. The Leukemia and Lymphoma Soastymates that over 16,000 new cases of CLL aed @000 new cases of ALL
will be reported in 2013. CD19, the target of XmA&@3's Fv domain, is a B-cell surface protein thdtighly expressed on the tumor
cells in NHL and many leukemias, including ALL a@tL. We believe that targeting CD19 with XmAb5574/R@08 offers potential
advantages over the current standard of care fm@lBwnalignancies, which is treatment with Rituysdns chemotherapy. Rituxan, an
anti-CD20 antibody, plus chemotherapy have sucalygsfeated many B-cell NHLs and some B-cell leukas, demonstrating the
utility of antibodies targeting B-cell diseasesthdlugh the Rituxan-chemotherapy regimen has ledajor improvements in response
rates and progression-free survival, the majoffityatients relapse and many lose responsivend®guwan treatment. In 2014,
MorphoSys gained orphan drug in the US and orphatiaim@l product status in the European Union forA8574/MOR208 for the
treatment of both DLBCL and CLL.

Our Research and Development Pipeline

We have used our various Fc platforms and antiloqdiynization capabilities to produce a growing fliipe of development
candidates. These include new XmAb Immune InhilffimDomain candidates designed to remove targigeanst from circulation and
multiple oncology candidates using our CD3 bispesiplatform. We will continue to progress thesedidates as additional options for

clinical development by us or as edicensing opportunities to generate additional nexe

Bispecific Antibodies for Oncology

We have created Fc variants that form heterodinteridomains that enable the creation of bispeaifiiibodies that have
different Fv domains on each side of the Fc donmaorder to bind to a different antigen with eaétih@ir Fv domains. We have
focused our initial bispecific candidate discoveryrk on building a pipeline of bispecific antibosdithat bind both CD3 and a tumor
antigen in order to recruit cytotoxic T cells tettumor cell. Because of the Fc domain, these bipantibodies retain the long half-
life and ease of production typical of standardbantties.
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Our lead bispecific programs are tumor-targetetbadtes that contain both a tumor antigen bindiagdin (CD123, CD20, or
CD38) and a cytotoxic T-cell binding domain (CD3). November 2014 , we announced preclinical datan fthese three lead programs
showing that each activated T-cells to rapidly fdliget cells from a tolerated single dose IV batusynomolgus monkeys and
demonstrated prolonged half-life of approximatehg aveek in mice.

Data released included the following:
XmAb Anti-CD123 x Anti-CD3 Bispecific Antibodies Acute Myleogenous Leukemia

+  Depletion of over 99% of circulating CD123+ celtsthonkeys for over a wee
+ Bone marrow CD123+ cells were depleted by over 8%l doses in monke»
Prolonged serum helife in mice of 6.2 day

XmAb Anti-CD20 x Anti-CD3 Bispecific Antibodies iB-cell Lymphomas and Leukemia
Depletion of over 97% of circulating B cells in mkays for over a week

B cells in the more resistant lymph nodes and boagow were depleted by over 90% at all doses inkeags
Prolonged serum helife in mice up to 6.7 day
Anti-CD38 x Anti-CD3 Bispecific Antibodies in Multlp Myeloma

+  Depleted circulating CD38+ cells by greater thafo¢

Prolonged ha-life in mice up to 8 day
Applying the rapid clearance property of the Immutehibitor Fc Domain

We are exploring multiple new candidate conceptafiplication of our Immune Inhibitor Fc Domain,particular capitalizing
on the newly discovered rapid clearance properhjchvbuilds off the natural scavenging role ofRtb on liver sinusoidal endothelial
cells , a type of cell in the blood vessels oflther that filters antigens out of the circulatioror example, building on our lead

anti -IgE product candidate, XmAb7195, we are now charahg a seconegeneration antibody with a modified version of the

immune inhibitor domain. The new Fc domain hasrintliate affinity enhancement foryRilb, which we have discovered promotes
IgE control in mouse models with a longer dosirtgiival than XmAb7195. We are also exploring appeado clear pathologic
immune complexes from circulation. Antibody-antigenmplexes are central to the kidney pathologypu$ nephritis and a variety of
other conditions and form when antigens presetitarcirculation are recognized by antibodies ofitheune system.

Second Generation Biologics

Our Xtend Fc Domain technology can potentially ioy the performance of commercially successfulaentic antibodies
by enhancing their halflife and improving dosing convenience. We have poed several enhanced versions of antibodies nmeso
cases by applying the Xtend Fc Domain mutationd,iamther cases also modifying other features.\Abls Humira (adalimumab) is
the industry-leading anti-TNF antibody for the treatment of rheumatoid atibrreaching global sales above $5 billion. Weehav
produced and characterized a hdife enhanced version of Humira that we call Xten@NF (also known as XmAb 6755). It has
approximately twice thi vivo half -life of Humira, which is dosed on a biweekly schledand we believe XtendTNF has the
potential to achieve monthly dosing in rheumatottiritis patients without loss of efficacy. A stafdell line has been created and we
have a business relationship with Boehringer Ingiethto manufacture XtendTNF drug supply for preclinical toxicology and dtal
studies.

Collaboration Agreements and Technology Licenses

We use product development partnerships with phegotacal and biotechnology companies to compleroaninternal drug
discovery and development capabilities, to askesefficient global commercialization of our protkic
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and technology and to generate near and degn funding. To date, the revenue generated frpfroat fees, license fees, option fees

and milestone payments associated with these amzergs, combined with the development expensesnaskhy our partners, have
allowed us to better manage our operating expeargsontinue to invest in building new opportursitie

Below is a table summarizing all of our technoldiggnses:

Current

Xencor Development
Licensee Year Technology Indication Milestones Royalties Stage
Boehringer Ingelheir 2007 Cytotoxic Oncology Yes Yes Phase 1 trial

(two candidates

Janssel 2009 Xtend Autoimmune diseas Yes Yes Preclinical
CSL 2009 Cytotoxic Oncology Yes Yes Phase :
Morphosys 2010 Cytotoxic Oncology Yes Yes Phase @
CSL 2013 Xtend Hematological diseast Yes Yes Preclinical
Merck 2013 Fc optimizatior Autoimmune diseas Yes Yes Phase :
Alexion 2013 Xtend Undisclosec Yes Yes Phase :
Novo Nordisk 2014  Various, including Undisclosec Yes Yes Preclinical

Bi-specifics
Collaboration Agreement with Novo Nordisk A/S

In December 2014 we entered into a collaboratiahlimensing agreement with Novo Nordisk A/S (Notmjointly discover
novel biologic drug candidates for an undisclogedet by combining multiple Xencor XmAb® technolesyi including bispecific and
immune inhibitor technologies. Under the termshef agreement, we granted Novo a license to usa@ass these technologies over
the research term that is initially a two year periwe will also provide research support in cadia@bion with Novo to the agreed upon
research plan to discover potential drug candidteso will have an exclusive right to develop awinmercialize any candidates that
are identified during the research discovery perXehcor and Novo will use Xencor's XmAb® technoésg including our bispecific
technology to build a variety of molecular formtitat can engage the target and also modulate désiraune functions using Xencor's
XmAb immune inhibitor technology. XmAb immune infitidr Fc domains target fRIlb (also known as CD32b ). In addition to its
proprietary technologies, Xencor will also conttibexpertise in studying immune functions of biadsgand immune system
modulation. Novo will collaborate by using its prigtary technology during the research discoveryopgeand will have all
development and commercial rights.

Under the terms of the agreement , in Januar,20@& received an upfront payment of $2.5 milliowl avill receive funded
research support of $1.6 million per year for egedr of the research term, which initially is tweays. Novo has an option to extend the
research term to a third year by providing writtenice and payment of another year of researchirigndf certain pre-established
discovery milestones are achieved during the rebegarm, we are eligible to receive $2.0 milliomiflestone payments. Upon
completion of the research term, Novo will haveelepment and commercial rights to any compoundstifiked. If certain
developmental, regulatory and sales milestoneadchieved by Novo in developing the compound, westigible to receive up to an
additional $167.3 million in milestone payments &gproduct developed. The $167.3 million in milestpayments is comprised as
follows: $36.3 million relates to clinical developmt milestone events, $51.0 million relates tofiliveg and completion of regulatory
approvals and an additional $80.0 million of agategnilestone payments relate to the achievemergrtdin product sale goals. If
licensed products are commercialized, we are alstlesl to receive royalties in the mid-single ésgbased on net sales of products sold
by Novo, its affiliates and its sublicenses in kendar year. Novo’s royalty obligations continuealicensed product-by-product and
country-by-country basis until the later to occtithe expiration of the last valid claim in a pdteavering a product in such country, or
10 years after the date of the first commercia sélsuch product in such country.

The term of this agreement will continue until gelier of expiration of all royalty payment obltgas under the agreement
or, upon completion of the research term if Novesinot identify a compound for continued
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development. The agreement provides that it magtmeinated by either party upon written noticehte bther party in the event of the
other party’s bankruptcy or insolvency, or the otbarty’s material breach of the agreement if smafach remains uncured for 90 days,
or 20 days for any non-payment breach. Novo mayitexte this agreement at any time following theitipn of the research term for
any reason upon delivery of at least 90 days’ pwiditen notice to us. Upon such termination, imkthses granted by us to Novo shall
terminate.

Collaboration and Option Agreement with Amgen

In December 2010, we entered into a collaborati@haption agreement with Amgen Inc. (Amgen) purst@arvhich we agreed to
collaborate with Amgen to research, develop andmerialize XmAb5871, an Fc-engineered monoclontibady that targets CD19
via its Fv domains and FERIIb via its XmAb Fc domain, and products basedebs. Under the terms of the agreement, we gradoted
Amgen an option to obtain an exclusive licenseetearch, develop, manufacture and commercialize B68A1 and certain related
products worldwide . Under the terms of the agra@mee received an initial upfront payment of $1midlion and a $2.0 million
milestone payment upon the initiation of our PhHsRa clinical trial of XmAb5871 in January 2013patients with moderate to severe
rheumatoid arthritis. In October 2014, we annourtbetiwe sought and regained all rights to XmAb38xth Amgen. In return for
terminating the collaboration and option agreemeetgranted Amgen a first right to negotiate a psgal license for XmAb5871 prior
to seeking future partners. This right expires ughenearlier of the initiation of Phase 3 clinitadting of XmAb5871, a change of
control of Xencor, or October 2019.

Collaboration and License Agreement with MorphoSy&A

In June 2010, we entered into a collaboration aehse agreement with MorphoSys AG (MorphoSys) whietsubsequently
amended in March 2012. We granted to MorphoSys alusixe worldwide license under certain of our péteand know-how to

research, develop and commercialize XmAb5574/MOR@a68yell as other antiCD19 antibodies that incorporate our cytotoxic Fc
domain technology, with the right to sublicenseemekrtain conditions. Under the terms of the agesd, we agreed to collaborate
with MorphoSys to develop and commercialize XmAbS®@R208, a high potency cytotoxic monoclonal antjpdéveloped by us

for the treatment of Bcell malignancies and other diseases. Under thestef the agreement, we initiated and sponsordthad”l
clinical trial for XmAb5574/MOR208 in patients witthronic lymphocytic leukemia in December 2010 whicks completed in January
2013. Following such completion, MorphoSys is resiule for all further clinical development and coencialization of licensed
antibodies and licensed products under the agretesmelris required to use commercially reasonalitetsfto achieve certain
developmental and regulatory milestones and otifigedce obligations under the agreement. In addjtMorphoSys is responsible for
all costs relating to the development and commizeigon of XmAb5574/MOR208, or other antibodies eoed by the agreement,
including manufacturing, regulatory, clinical aregjistration costs.

Under the terms of the agreement, we received &iontgpayment of $13.0 million and received $3.0lion for development
milestones in 2013. If certain developmental, ratprly and sales milestones are achieved, we ayesdgble to receive up to an
additional $299.0 million in milestone paymentseT™299.0 million of milestone payments is compriasdollows: $62.0 million
relates to clinical development milestone evert8740 million relates to the filing and completiofregulatory approvals and an
additional $50.0 million of aggregate milestonempawnts relate to the achievement of certain prosialet goals. If licensed products are

commercialized, we are also entitled to receiveetigoyalties in the high singlaligit to low -teen percent range based upon net sales
of products sold by MorphoSys, its affiliates arssitiblicensees in a calendar year. MorphoSys’ ipgéligations continue on a
licensed productby -licensed product and countrpy —country basis until the later to occur of the eafian of the last valid claim in

the licensed patent covering a licensed produstigh country, or 11 years after the first sale lddensed product following marketing
authorization in such country.

The term of this agreement will continue until@iMorphoSys’ royalty payment obligations have egdiunless terminated
earlier. The agreement provides that it may beiteatad by either party upon written notice to thigeo party in the event of the other
party’s insolvency or the other party’s materiadxh of the agreement if such breach remains uhdéord 20 days, or 30 days in the

case of a norpayment breach. MorphoSys may terminate the agrdenittout cause upon 90 days’ advance written ediicus. In
the event that MorphoSys terminates this
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agreement for convenience or we terminate due tgpMiBys’ material breach, worldwide rights to depelmanufacture and
commercialize XmAb5574/MOR208, as well as any o#rgibodies covered by the agreement, revert baak tompletely. Along with
these rights, MorphoSys is obligated to transferegjulatory documents, clinical data and know hamg we are granted a license from
MorphoSys to allow us to develop, manufacture amdrercialize XmAb5574/MOR208, or other antibodiesered by the agreement,
worldwide, subject to reimbursing MorphoSys a partid their development costs out of future revegeeerated from the
development and commercialization of XmAb5574/MO&20

Option and License Agreement with Alexion

In January 2013, we entered into an option anddieeagreement with Alexion Pharmaceuticals, Intexian). Under the
terms of the agreement, we granted to Alexion atusive research license, with limited sublicengigts, to make and use our Xtend

technology to evaluate and advance compounds agardifferent target programs during a fivgear research term under the

agreement, up to completion of the first muliose human clinical trial for each target compouidxion may extend the research term
for an additional three years upon written noteid and payment of an extension fee of $2.0 millidexion is responsible for
conducting all research and development activitieger the agreement at its own expensk the third quarter of 2014, Alexion

initiated a Phase 1 clinical trial with an undisgd molecule to be used against an undiscloseettdirgs the first human clinical trial
with a molecule incorporating our Xtend Fc Domaiohnology.

In addition, we granted to Alexion an exclusiveiopt on a targetby -target basis, to obtain an exclusive commercial,

worldwide, royalty-bearing license, with sublicensing rights, underXtend technology to develop and commercializedpots that
contain the target for which the option is exerdida order to exercise this option, Alexion muay @ $4.0 million option fee with
respect to each target for which the option is@ged. Alexion may exercise this option at any tiolneing the research term but must
exercise an option prior to the initiation of awed clinical trial.

Under the agreement, we received an upfront payofeb.0 million. Alexion is also required to pay annual maintenance
fee of $0.5 million during the research term of éiggeement and $1.0 million during any extensiothefresearch term. In addition, if
certain development, regulatory and commercial stolees are achieved we are eligible to receive $66.5 million for the first
product to achieve such milestones on a tarbgt-target basis. If licensed products are successtolflymercialized, we are also
entitled to receive royalties based on a percertfiget sales of such products sold by Alexionaffgiates or its sublicensees, which
percentage is in the low single digits. Alexiordyalty obligations continue on a produdily —product and countryby —country basis

until the expiration of the lastto —expire valid claim in a licensed patent covering épplicable product in such country.

Absent early termination, the term of the agreemaihcontinue until the expiration of Alexion’s yalty payment obligations
or until the expiration of the research term if it has not exercised its option for a produar®e under the agreement. Either party
may terminate the agreement for a material bre&tiecagreement by the other party if such breaatains uncured for 60 days, or

30 days in the case of a nepayment breach. Alexion may terminate the agreemihbut cause on a targeby —target basis upon
90 days’ advance written notice to us.

Other Technology Licenses

In addition to the product development partnerships technology license agreement described ab@valso enter into non-
exclusive relationships whereby we license oudlettual property around a specific XmAb technoldgya pharmaceutical or
biotechnology company to use in one or more of then products. By accessing our technology, outnpas hope to improve the
pharmacology of their antibodies and create pakeotimmercial differentiation for their product caates. Under these technology
licenses, we generally grant rights to our liceegbat are limited to the specific XmAb Fc doméimat are required and also limited to
a specific program or set of programs of the paitimat are outside of our core strategic areas @pproach allows us to maintain
control over the vast majority of the rights to platform while still disseminating our technolofgy broad use. The plug-and-play
nature of XmAb technology allows us to structuranheall of these licenses without any work comnatrhon our part; hence, these
licenses allow us to generate revenue to suppordwn internal programs with no additional obligais
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on our part. The revenue we generate from thesed&s comes in the form of license fees, annualterance fees, milestone payments
and royalties.

Intellectual Property

The foundation for XmAb technology and our prodcendidates and partnering is the generation artégiion of intellectual
property for novel antibody therapeutics. We corelproprietary computational methods for amino aeiguence design with
laboratory generation and testing of new antibagtygositions. Our design and engineering team pobisiedy assesses, with patent
counsel, the competitive landscape with the godluiiling broad patent positions and avoiding tpedty intellectual property.

As a pioneer in Fc domain engineering, we systeralliiscanned the structure of the Fc domain toadier Fc variants. We
have filed patent applications relating to thousamidspecific Fc domain variants with experimen@tia on specific improvements of
immune function, pharmacokinetics, structural digténd novel structural constructs. We have figeftlitional patent applications
derived from these applications as we discover p@perties of the Fc variants and as new businggsrtunities arise. We continually
seek to expand the intellectual property coverdgriptechnology and candidates, and invest inadieing new Fc domain
technologies and antibody product candidates.

As of December 31, 201 4, our patent estate,warkdwide basis, includes more than 150 issuedai@f which at least 40
are in the United States) and over 170 pendingpagplications (of which at least 60 are in thet&thStates) which we own or for
which we have a fully-paid exclusive license, withims directed to XmAb Fc domains, all of our ial and preclinical stage
antibodies and our computational protein desigrhod, called the PDA, protein design platforr®@ver 100 issued patents and 150

pending patent applications have claims directedifipally to our XmAb technology and candidatesOu r XmAb Fc domain, patents
and patent applications, with claims directed &rtincorporation into antibodies, Fc domain engiireg and compositions of matter are
expected to expire in the United States betwee 208 2031. Our three lead product candidatescuered by issued U.S.
composition of matter patents relating to bothXin@Ab Fc domains and the individual product candidafThe composition of matter
patents relating to our lead product candidateg®gpected to expire in the United States betwe@7 201d 2030, one of which relates to
XmAb5574/MOR208, two relate to XmAb5871 and two tele XmAb7195.

In addition to patent protection, we rely on traeeret protection and know-how to expand our ped@ry position around our
technology and other discoveries and inventionswigaconsider important to our business. We segkdtect this intellectual property
in part by entering into confidentiality agreemewtth our employees, consultants, scientific adsgsolinical investigators and other
contractors and also by requiring our employeesymercial contractors and certain consultants anesitigators, to enter into invention
assignment agreements that grant us ownershiprtafirceliscoveries or inventions made by them.

Further, we seek trademark protection in the Undes and in certain other jurisdictions wherglakle and when we deem
appropriate. We have obtained registrations foitéecor trademark, as well as certain other tradkspavhich we use in connection
with our pharmaceutical research and developmenicgs and our clinical-stage products, includingAb, PDA and Protein Design
Automation. We currently have registrations for ¥enand PDA in the United States, Australia, CandumEuropean Community and
Japan, for Protein Design Automation in the Unig¢dtes, Australia, Canada and the European Comynanid for XmAb in the United
States, Australia and the European Community.

Manufacturing

We are able to internally manufacture the quastitieour product candidates required for relativadgrt preclinical animal
studies. We believe that this allows us to acctddtae drug development process by not havinglyoorethird parties for all of our
manufacturing needs. We have adopted a manufagtstiategy of contracting with third parties icacance with cGMP for the
manufacture of drug substance and product, incudimAb5871, XmAb7195 and our bispecific developmearididate, XmAb14045.
Additional contract manufacturers are used tolfilbel, package and distribute investigational gyt@gucts. This allows us to maintain
a more flexible infrastructure
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while focusing our expertise on developing our pidd. XmAb5871and XmAb7195 are produced by mammai@l culture of a
Chinese hamster ovary cell line that expressearttibody, followed by multiple purification andtfihtion steps typical of those used for
monoclonal antibodies. We have no long term manufag agreements and will ultimately depend ontiat manufacturers for the
manufacture of our products for commercial saleyalsas for process development. We are currénttiie process of developing
subcutaneous formulations for XmAb5871 and XmAb7&&h third party contract manufacturers.

Development and Manufacturing Services Agreementhwitatalent

In September 2005, we entered into a developmehtremufacturing services agreement (the Catalentfdaturing
Agreement) with Catalent Pharma Solutions LLC (feriy Cardinal Health PTS, LLC) (Catalent). Undez terms of the agreement,
Catalent may, from time to time, provide developtreerd manufacturing services for us related toXouAb technology. Catalent is
currently performing services related to the mactufiie under cGMP of drug substance of XmAb5871 amd\X7195 under the
agreement. We pay for services performed by Catalster the agreement pursuant to statements d&f evdgered into from time to
time.

Under the terms of the agreement, if Catalent aggebne or more cell lines using its proprietanyE®Product expression
technology (GPEx Technology) in the course of penfog services under the agreement, we have thernojat license any such cell

line for non-cGMP research for a license fee of $30,000 per fpea period of up to 10 years and on other teorsetagreed upon by

Catalent and us. In addition, we have the optidicemse any cell line developed by Catalent indberse of performing services under
the agreement that incorporates the GPEx Techndtmgyse in the production of clinical and commatsiupplies of gene expression
products by us or any of our manufacturers for d@ryg for an upfront fee that ranges between $@argimillion per cell line, an annual
license fee of $30,000, and development and remylatilestones up to as much as an aggregate of% @illion per cell line licensed,
and on other terms to be agreed upon by Catalehtisin

This agreement will remain in effect unless eitbarty terminates it in accordance with its term& may unilaterally terminate
the agreement or activities under any statemewbok entered into pursuant to the agreement upate98 written notice to Catalent.
Catalent may unilaterally terminate the agreemponi24 months written notice to us. Either party ieaminate the agreement upon
written notice to the other party upon the othetysinsolvency or the other party’s material hrea@f the agreement if such breach
remains uncured for 30 days following notice théreo

Cell Line Sale Agreement with Catalent

In December 2011, we entered into a GPHgrived cell line sale agreement with Catalent yoams$ to which we purchased a

cell line (the GPEXx Cell Line) developed by Catalemder the Catalent Manufacturing Agreement foringbe manufacture of
XmAb7195.

As consideration for the purchase and sale of tREX3Cell Line under the agreement, we paid areinipfront fee of
$125,000. In addition, we are required to pay aruahfee to Catalent and royalties based on a ptge of net sales for products that
are derived from or utilize the GPEx Cell Line. Byercentage is less than 1.0%. We are also rebianmake payments to Catalent
based upon the achievement of certain developmanthtegulatory milestones totaling up to approxatya$2.9 million.

We have the unilateral right to terminate the agwea upon 30 days written notice to Catalent. lditazh, either party may
terminate the agreement upon written notice tather party in the event of the other party’s imsaky or the other party’s material
breach of the agreement if such breach remainsreddar 60 days following notice thereof. Absereéermination, the agreement
will remain in effect. If we terminate the agreemesithout cause or if Catalent terminates the ages# for our material breach of the
agreement, our ownership rights in the GPEx Celelwill automatically terminate, and title theretil revert to Catalent.

Upon acquisition of the GPEX cell line we transgeriXmAb7195 manufacturing to Cook Pharmica, LLCqaunder which
Cook has produced drug substance and drug prooiussé in our XmAb7195 clinical studies and
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performed related services, Cook continues to poservices under the agreement, however, we haveferred further manufacturing
and development efforts for XmAb7195 back to Catialender the Catalent Manufacturing Agreement.

Boehringer Ingelheim International GmBH

In February 2012, we entered into a collaboratigre@ament with Boehringer Ingelheim Internationall§kh{B oehringer |
ngelheim ) for the establishment of certain mantuf@eg processes and the production of our nexégeion monoclonal antiTNF

antibody for use in our preclinical and Phase dicdil development. Under the terms of the agreementire required to use
commercially reasonable efforts to complete Phadnital testing of the product and to find a lieing partner for the further
development and commercialization of the antibady & therapeutic product.

We will be required to pay for services performed aroducts provided by B oehringer | ngelheim urte agreement
pursuant to project plans entered into from timgrte. In addition, we are required to reimburseeBringer | ngelheim for all

out-of —pocket expenses, including the cost of raw matgriaturred in connection with the project plarod@hringer | ngelheim has

agreed to delay all payments due to them undeadgheement, including an annual interest rate wisiehlow double digit percentage,
until (A) in the case where we have entered inffoemse agreement with a third party, the lateflpthe effective date of such license
agreement or (2) the earlier of (i) completiontad tlinical summary report for a Phase 1 clinigal bf the product or (ii) February 10,
2017 or (B) in the case where we decide to continuwkevelop the product on our own, on or before fiears from the earlier of

(i) completion of the clinical summary report foPhase 1 clinical trial of the product or (ii) Feary 10, 2017. Any payments due by us
in the situation described in clause (A) of thecping sentence will be made in installments e&ethach will be limited to a

maximum percentage of any licensing revenue thateaeive under the applicable thirgarty license. We are not obligated to pay B

oehringer | ngelheim any or all of the amounts owader the agreement, including interest payménts:i (a) are not able to further
develop the product for technical or scientificaas or (b) do not decide to proceed with the &rrtlevelopment of the product without
a business partner and are unable to enter indotaguship agreement within an agreed upon peffitiche after Phase 1 clinical
development.

Pursuant to the agreement, we have granted B gghnrimgelheim a first right to negotiate to mamttiae and supply the
products for use in any future Phase 2 and Phalial trials, and should B oehringer | ngelheercise such right, B oehringer |
ngelheim has a first right to negotiate to manufeetind supply commercial product as our princspa@lplier for an agreed upon period
following the first commercial launch of the prodsidn the event that we desire to produce theymisdusing the process developed
and performed by B oehringer | ngelheim outsideatipeeement or any manufacturing agreement whicmeaseenter into with B
oehringer | ngelheim , we will be required to papé&hringer | ngelheim a one - time technology asées of $3.5 million in exchange
for a worldwide, irrevocable, exclusive and roydtge license, with sublicensing rights, to usephecess developed by B oehringer |
ngelheim under the agreement to produce the preduct

Absent early termination, the agreement will termténupon completion of all projects set forth ia #yreement. Either party
may terminate the agreement upon 180 days pridtenmotice to the other party if such party witlt tbe able to carry out the project
contemplated by the agreement for scientific, tesdiror business reasons.

KBI Biopharma, Inc.

In July 2014 , we entered into a master serviceseagent (KBl Agreement) with KBI Biopharma, InéVe have engaged KBI
under the KBI Agreement for process developmeittical scale-up, analytical method developmentyiaation development and
other services related to drug substance and dngyupt for our first bispecific development candelaXmAb14045, in accordance
with ¢cGMP regulations. Under the KBI Agreement, ¥enwill pay up to approximately $ 3 .5 million ssrvices are incurred over the
term of the Agreement. The KBI Agreement is fahigee year term but is automatically extended oarawual basis until the services
are completed. The KBI Agreement may be terminbtedither party for a breach that is not remedi@din thirty days after notice or
sixty days after notice of the existence of an wable scientific or technical issue that renderd KiBable to render services under the
KBI Agreement, by Xencor after sixty day noticej orthe event of a bankruptcy of a party. Fomieation
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other than a material breach by KBI, we must payafbservices conducted prior to the terminatiod o wind down the activities.
Competition

We compete in an industry that is characterizedapidly advancing technologies, intense competiéind a strong emphasis
on proprietary products. Our competitors includarpiaceutical companies, biotechnology companieseanic institutions and other

research organizations. We compete with theseggeidr promising targets for antibodpased therapeutics, new technology for

optimizing antibodies and in recruiting highly qfial personnel. Many competitors and potential cetitprs have substantially greater
scientific, research and product development céifiabias well as greater financial, marketing aates and human resources than we
do. In addition, many specialized biotechnologgnBrhave formed collaborations with large, establisbompanies to support the
research, development and commercialization ofystsdthat may be competitive with ours. Accordinglyr competitors may be more
successful than we may be in developing, comméziigland achieving widespread market acceptamcaddition, our competitors’
products may be more effective or more effectiverketed and sold than any treatment we or ourldewent partners may
commercialize and may render our product candidaisslete or noncompetitive before we can recdweekpenses related to
developing and commercializing any of our produstdidates.

Competition in autoimmune disease drug developnsantense and includes multiple monoclonal antibsdother biologics
and small molecules approved for the treatmentitdfimmune diseases, many of which are being degdlop marketed by large
multinational pharmaceutical companies such as@&mrithKline plc, AbbVie Inc., Janssen Pharmacaigidnc., Genentech Inc. and
Amgen Inc. Benlysta is currently the only monoclamatibody that we are aware of that is approvedtfe treatment of lupus, although
we believe that Rituxan is prescribed, off labet,this indication. In addition, these and otheaqphaceutical companies have
monoclonal antibodies or other biologics in clihidavelopment for the treatment of autoimmune dissaThere are currently no
approved therapies for IgG4-related disease, aynemabgnized disorder, and glucocorticoids arectiveent standard of care.

Many companies have approved therapies or are gemgldrugs for the treatment of asthma includindtimational
pharmaceutical companies such as GlaxoSmithKlimwaNis AG and AstraZeneca plc. Monoclonal antibddyg development has
primarily focused on allergic asthma. Xolair israntly the only monoclonal antibody that we are i@naf that is approved for the
treatment of severe asthma. In addition, we areetirat Novartis and Genentech each have an agtiaogeting IgE in Phase 1 or 2

clinical development for asthma. Other monoclomaitepdies in development target cytokines such.asli3, IL -4, IL -5, IL -9,

GM —-CSF or their receptors. Although these drugs fondifferently from our products, if successfullvloped, these drugs will
compete in the asthma market. We are not awareyof@mpanies developing drugs that targefRf¥tb for the treatment of asthma.

Competition in blood cancer drug development isnise, with more than 250 compounds in clinicaldry large
multinational pharmaceutical companies and Rituiggast one of many monoclonal antibodies apprdeedhe treatment of NHL or
other blood cancers. In addition, we are awarerafraber of other companies with development staggrams that may compete with
XmAb5574/MOR208 in the future. We anticipate thatwitk face intense and increasing competition as treatments enter the market
and advanced technologies become available , suGagyaza for CLL and NHL marketed by Roche, Blindpr ALL marketed by
Amgen and engineered T-cell therapies targetingdtancers from companies such as Novartis .

Regulatory Overview

Our business and operations are subject to a yarfél.S. federal, state and local and foreign aogtional, national,
provincial and municipal laws, regulations and ¢&radactices. The FDA and comparable regulatoryaaitiss in state and local
jurisdictions and in other countries impose sulisghand burdensome requirements upon companiedvied in the clinical
development, manufacture, marketing and distrilmuibdrugs and biologics. These agencies and felderal, state and local entities
regulate research and development activities amtetiting, manufacture, quality control, safetfe@fveness, labeling, storage,
recordkeeping, approval, advertising and promadiod export and import of our product candidate.
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U.S. Government Regulation

U.S. Drug Development Process

In the United States, the FDA regulates drugs amiddic products under the Federal Food, Drug aosin@tic Act (FDCA)
(21 U.S.C. 8301, et seq), its implementing regofetiand other laws, including, in the case of lgiais, the Public Health Service Act.
Our antibody product candidates are subject tolatign by the FDA as a biologic. Biologics requine submission of a Biologics
License Application (BLA), to the FDA and approwdithe BLA by the FDA before marketing in the Unit8tates. The process of
obtaining regulatory approvals for commercial sald distribution and the subsequent compliance ayttlicable federal, state, local
and foreign statutes and regulations require tipemditure of substantial time and financial researd-ailure to comply with the
applicable U. S. requirements at any time durirgpfoduct development process, approval proceafiesrapproval, may subject an
applicant to administrative or judicial civil origrinal sanctions. These sanctions could include-ba’s refusal to approve pending
applications, license suspension or revocatiorhdrétwal of an approval, imposition of a clinicaldon clinical trials, warning letters,
product recalls, product seizures, total or pasiispension of production or distribution, injunas, fines, refusals of government
contracts, restitution, disgorgement or civil amdiominal penalties. The process required by thé Before a biologic may be
marketed in the United States generally involvesftfiowing:

« completion of preclinical laboratory tests, anirstidies and formulation studies performed in acaoce with the FD/'s
current Good Laboratory Practices (GLP) regulati

« submission to the FDA of an investigational newgdapplication (IND) which must become effectivedrefhumar
clinical trials in the United States may bec

* performance of adequate and wetbntrolled human clinical trials in accordance witie FDA'’s current good clinical

practices (GCP) regulations to establish the safetyefficacy of the product candidate for its muted use

o submission to the FDA of a BL/

« satisfactory completion of an FDA inspection (i€thDA deems it as a requirement) of the manufawjuacility or
facilities where the product is produced to assesgpliance with the FDA’s cGMP regulations to asshee the facilities,
methods and controls are adequate to preservedbaq’s identity, strength, quality and puri

« potential audits by the FDA of the nonclinical atficiical trial sites that generated the data inpgwpof the BLA,

« review of the BLA by an external Advisory Committieethe FDA, whose recommendations are not bindmthe FDA,;
and

« FDA review and approval of the BLA prior to any corercial marketing or sal

Before testing any compounds with potential theséipevalue in humans, the product candidate etkerpreclinical testing

stage. Preclinical tests include laboratory eviadaatof product chemistry, stability and formulati@as well as animal studies to assess
the potential toxicity and activity of the prodwandidate. The conduct of the preclinical teststroasiply with federal regulations and
requirements including GLPs. The sponsor must suthriresults of the preclinical tests, togethehwmanufacturing information,
analytical data, any available clinical data aerlitture and a proposed clinical protocol, to thé\EB part of the IND. The IND
automatically becomes effective 30 days after dsr the FDA, unless the FDA raises concerns estjons about the conduct of the
clinical trial, including concerns that human raséasubjects will be exposed to unreasonable heiakb. In such a case, the IND
sponsor and the FDA must resolve any outstandingeros before the clinical trial can begin. The FDAy also
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impose clinical holds on a product candidate attang before or during clinical trials due to sgfebncerns or norcompliance, or for

other reasons.

Clinical trials involve the administration of theogluct candidate to human patients under the sigi@nvof qualified
investigators, generally physicians not employeaibynder the clinical trial sponsor’s control. @il trials are conducted under
protocols detailing, among other things, the oljestof the clinical trial, dosing procedures, sabjselection and exclusion criteria and
the parameters to be used to monitor subject safetyeffectiveness. Each protocol must be submiittéide FDA as part of the IND.
Clinical trials must be conducted in accordancéBCPs. Further, each clinical trial must be reeéwnd approved by an IRB at or
servicing each institution at which the clinicaatiwill be conducted. An IRB is charged with pretieg the welfare and rights of clinical
trial participants and considers such items as kérahe risks to individuals participating in tHaical trials are minimized and are
reasonable in relation to anticipated benefits. [Ri2 also approves the form and content of thermgx consent that must be signed by
each clinical trial subject or his or her legalregentative and must monitor the clinical trialiucempleted. Human clinical trials are
typically conducted in three sequential phasesrttat overlap or be combined:

« Phase 1.The product candidate is initially introduced imtéimited population of healthy human subjects tstied for
safety, dosage tolerance, absorption, metaboligtritiition and excretion. In the case of some potslfor some diseas
or when the product may be too inherently toxiettucally administer to healthy volunteers, théi@ihuman testing is
often conducted in patients with the disease oditimm for which the product candidate is intendedain an early
indication of its effectivenes

« Phase 2.The product candidate is evaluated in a limitedepapopulation (but larger than in Phase 1) taniife possible
adverse effects and safety risks, to preliminaigluate the efficacy of the product for specifigeted indications and to
assess dosage tolerance, optimal dosage and datiedule

« Phase 3.Clinical trials are undertaken to further evaluddsage and provide substantial evidence of cliraffadacy anc
safety in an expanded patient population (suckeasral hundred to several thousand) at geographitispersed clinical
trial sites. Phase 3 clinical trials are typicalynducted when Phase 2 clinical trials demonstheatiea dose range of the
product candidate is effective and has an acceptafety profile. These trials typically have a&sie2 groups of patients
who, in a blinded fashion, receive either the paotduw a placebo. Phase 3 clinical trials are inéehi establish the overall
risk/benefit ratio of the product and provide ae@uhte basis for product labeling. Generally, tdecuate and
well —controlled Phase 3 clinical trials are requiredtsy FDA for approval of a BLA.

Annual progress reports detailing the results efdimical trials must be submitted to the FDA avritten IND safety reports

must be promptly submitted to the FDA and the itigasors for serious and unexpected adverse ewerisy finding from tests in
laboratory animals that suggests a significantfiaskhuman subjects.

Concurrent with clinical trials, companies usuaibmplete additional animal studies and must alselde additional
information about the chemistry and physical chirastics of the biologic and finalize a processrfmnufacturing the product in
commercial quantities in accordance with cGMP regqnénts. The manufacturing process must be caphbtmsistently producing
quality batches of the product candidate and, anotimgr things, must develop methods for testingdkatity, strength, quality and
purity of the final biologic product. Additionallgppropriate packaging must be selected and tastddtability studies must be
conducted to demonstrate that the product candétss not undergo unacceptable deterioration ¢evshelf life.

U.S. Review and Approval Processes

The results of product development, preclinicatiigs and clinical trials, along with descriptiorigtee manufacturing process,
analytical tests, proposed labeling and other egleinformation are submitted to the FDA in theriasf a BLA requesting approval to
market the product for one or more specified intitce.

If the FDA determines that the BLA is substantiabtmplete it will accept the BLA for filing. Thigrocess generally takes
eight months to a year but in some cases may taich tonger.
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The FDA reviews the BLA to determine, among otlémngs, whether the proposed product is safe amttife for its intended
use, and whether the product is being manufactaradcordance with cGMP to assure and preservertiwkipt's identity, strength,
quality and purity and it may inspect the manufantfacilities to assure cGMP compliance and chhiites used during the clinical
trials to assure cGMP compliance. During the apgrpracess, the FDA also will determine whethers& gvaluation and mitigation
strategy (REMS) is necessary to assure the safefuise product. If the FDA concludes a REMS is needlee sponsor of the BLA
must submit a proposed REMS prior to approval. A REMS substantially increase the costs of obtaiapmroval.

The FDA will issue a complete response letter desay deficiencies in the BLA and recommend actidribe agency decides
not to approve the BLA. The applicant will haveatidress all of the deficiencies which could takestantial time to address.

If the product receives regulatory approval, therapal may be significantly limited to specific dases and dosages or the
indications for use may otherwise be limited, aral/mequire that certain contraindications, warniagprecautions be included in the
product labeling. In addition, the FDA may requiast marketing studies, sometimes referred to asé>h testing, which involves
clinical trials designed to further assess drugtyadnd effectiveness and may require testing anceslance programs to monitor the
safety of approved products that have been comalizel.

Post -Approval Requirements

Any biologic products for which we or our collabtes receive FDA approvals are subject to contiguegulation by the
FDA, including, among other things, recerkieeping requirements, reporting of adverse expee®mith the product, providing the

FDA with updated safety and efficacy informatiomgiuct sampling and distribution requirements, clying with certain electronic
records and signature requirements and complyitiy DA promotion and advertising requirements, Wwhiclude, among others,

restrictions on directto — consumer advertising, promoting biologics for usem patient populations that are not descrilvethe

product’s approved labeling (known as “effabel use”), industrysponsored scientific and educational activities manotional
activities involving the internet. Failure to comptlith these or other FDA requirements can suljetianufacturer to possible legal or
regulatory action, such as warning letters, susperd manufacturing, seizure of product, injunetaction, mandated corrective
advertising or communications with healthcare psienals, possible civil or criminal penalties they negative consequences,
including adverse publicity.

We will rely, and expect to continue to rely, oirdh-parties for the production of clinical and commatcjuantities of our

products. Our collaborators may also utilize thipérties for some or all of a product we are deviapvith such collaborator.
Manufacturers are required to comply with applicdtlsA manufacturing requirements contained in theA\BXGMP regulations and
other laws . cGMP regulations require among othiegt) quality control and quality assurance as agllhe corresponding
maintenance of records and documentation. Drug faatwrers and other entities involved in the mactufie and distribution of
approved biologics are subject to periodic inspastibby the FDA and certain state agencies for ciamgz.

U.S. Patent Term Restoration and Marketing Excltysiv

Depending upon the timing, duration and specifidhie FDA approval of any of our biologic produeindidate s, we may
apply for limited patent term extension under thhadPrice Competition and Patent Term RestorationoA 1984, commonly referred
to as the Hatch-Waxman Amendments. The HaWfaxman Amendments permit a patent restoration térap to five years for one
patent per product as compensation for patent fieshduring product development and the FDA reguateview process of that

product . The U.S. Patent and Trademark Officepimsultation with the FDA, reviews and approvesapplication for any patent term
extension or restoration.

Market exclusivity provisions under the FDCA carpadelay the submission or the approval of certpplieations of other
companies seeking to reference another companyss Bpecifically, the Biologics Price Competitiondamnovation Act (BPCIA)
established an abbreviated pathway for the appfMaibsimilar and interchangeable biological produgenerally not earlier than 12
years after the original BLA approval, althougban be shortened to four years if the biosimilartams certification of patent
invalidity or non-infringement to one of the
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patents listed with the FDA by the innovator BLAIders . The new abbreviated regulatory pathwaybéistees legal authority for the
FDA to review and approve biosimilar biologics,luming the possible designation of a biosimilatiaterchangeable” based on their
similarity to existing brand product.

U.S. Foreign Corrupt Practices Act

The U.S. Foreign Corrupt Practices Act, to whichase subject, prohibits corporations and individifedbm engaging in
certain activities to obtain or retain businestodnfluence a person working in an official capyclt is illegal to pay, offer to pay or
authorize the payment of anything of value to amgifjn government official, government staff memlipaiitical party or political
candidate in an attempt to obtain or retain busimeto otherwise influence a person working irofitial capacity.

Pharmaceutical Coverage, Pricing and Reimbursement

The cost of pharmaceuticals continues to geneudistantial governmental and thirgarty payor interest. We expect that the

pharmaceutical industry will experience pricinggaares due to the trend toward managed healthtbaricreasing influence of
managed care organizations and additional legislgioposals. Significant uncertainty exists anilleaintinue to exist as to the
coverage and reimbursement status of any produdidate for which we obtain regulatory approvaltia United States and markets
in other countries, sales of any product for whighreceive regulatory approval for commercial sé@ledepend in part on the
availability of coverage and adequate reimburserfrent third party payors. Third-party payors inctugiovernment payor programs at
the federal and state levels, including Medicare Medicaid, managed care providers, private heatthrers and other organizations.
Third —party payors are increasingly challenging the paice examining the medical necessity and eeffectiveness of medical

products and services, in addition to their safets efficacy. Formulary placement by third-partyqs is very competitive and can
lead to lower prices and may effectively restrigtignt access to our drugs. We may need to comkpensive pharmacoecon o mic
studies in order to demonstrate the medical negemsd cost-effectiveness of our products, in aaldito the costs required to obtain the
FDA approvals. Our product candidates may not msidered medically necessary or cost-effective.

The U.S. government, state legislatures and forgayernments have shown significant interest inlémgnting cost
containment programs to limit the growth of goveemtapaid healthcare costs, including price contmalstrictions on reimbursement
and requirements for substitution of generic presifmr branded prescription drugs. Different pricemd reimbursement schemes exist
in other countries. In the European Community, gorents influence the price of pharmaceutical petglthrough their pricing and
reimbursement rules and control of national healthsystems that fund a large part of the codtade products to consumers. The
downward pressure on healthcare costs in genecbparticularly prescription drugs, has become waignse. As a result, increasingly

high barriers are being erected to the entry of pgwducts. In addition, in some countries, crelssrder imports from low-priced

markets exert a commercial pressure on pricingimalcountry. There can be no assurance that amytigothat has price controls or
reimbursement limitations for drug products wilbal favorable reimbursement and pricing arrangeséartany of our products.

Healthcare Reform

In the United States and foreign jurisdictionsréhleave been and will continue to be a numbergi$lative and regulatory
proposals to change the healthcare system in vaaysould affect our ability to sell our produchdaates profitably, once they are
approved for sale. Among policy makers and payoteeé United States and elsewhere, there is sigmifiinterest in promoting changes
in healthcare systems with the stated goals ofading healthcare costs, improving quality andéganding access. In the United
States, the pharmaceutical industry has been imyartfocus of these efforts and has been sigmitiy affected by major legislative
initiatives.

In March 2010, the Patient Protection and Affordaidalth Care Act, as amended by the Health Cardedndation
Affordability Reconciliation Act (collectively, PP@A) was enacted, which significantly change s tlag Wealthcare is financed by both
governmental and private insurers. Among other costainment measures, PPACA establishes: an gnraradeductible fee on any
entity that manufactures or imports certain brangtegcription drugs

34



Table of Content

and biologic agents; a new Medicare Part D covegagediscount program; and a new formula that irereshe rebates a manufacturer
must pay under the Medicaid Drug Rebate Programadftiition, other legislative changes have been a&dioguhd proposed since PPACA
was enacted including legislation reducing Medigargments to providers and reductions to paymerderuother government
programs . Additional new laws may result in éiddial reductions in Medicare and other healthcangling, which could have a
material adverse effect on our customers and airigyd our financial operations.

Other Healthcare Laws and Compliance Requirements

In the United States, the research, manufactudisgiibution, sale and promotion of drug productd enedical devices are
potentially subject to regulation by various fedestate and local authorities in addition to tH@A; including CMS, other divisions of
HHS (e.g., the Office of Inspector General), th& WDepartment of Justice, state Attorneys Genanal,other state and local
government agencies. For example, sales, markatidgcientific/educational grant programs must dgmwith fraud and abuse laws
such as the federal AntKickback Statute, as amended, the federal Falsen€lAct, as amended, and similar state laws. Ryiaimd

rebate programs must comply with the Medicaid Dregpd&e Program requirements of the Omnibus BudgetriRdiation Act of 1990,
as amended, and the Veterans Health Care Act &, E3%amended. If products are made availablettmered users of the Federal
Supply Schedule of the General Services Administmatdditional laws and requirements apply. Alttedse activities are also
potentially subject to federal and state consumateption and unfair competition laws.

The federal Anti-Kickback Statute prohibits any person, includingrescription drug manufacturer (or a party actingts

behalf), from knowingly and willfully soliciting,aceiving, offering or providing remuneration, ditgor indirectly, to induce or reward
either the referral of an individual, or the fulmisy, recommending or arranging for a good or senior which payment may be made
under a federal healthcare program such as the Bedamd Medicaid programs. Additionally, many staiese adopted laws similar to

the federal Anti-Kickback Statute, and some of these state probitstapply to referral of patients for healthcaeens or services

reimbursed by any third party payor, not only the Medicare and Medicaid paots . The federal False Claims Act imposes lighdn

any person or entity that, among other things, kngly presents or causes to be presented, a fafseunlulent claim for payment by a
federal healthcare program. The qui tam provisafrtee False Claims Act allow a private individt@lbring civil actions on behalf of
the federal government alleging that the defentastsubmitted a false claim to the federal goventpaad to share in any monetary
recovery. In recent years, the number of suitsdinoby private individuals has increased dramdticét addition, various states have
enacted false claims laws analogous to the Falien€lAct. Also, the Health Insurance Portabilityl sccountability Act of 1996
(HIPAA) created several new federal crimes, inalgdnealthcare fraud, and false statements relttitige delivery of or payments for
healthcare benefits, items or services. HIPAA it inplementing regulations also established uniféederal standards for certain
“covered entities” (healthcare providers, healtmgland healthcare clearinghouses) governing thduct of certain electronic
healthcare transactions and protecting the secamitlyprivacy of protected health information. Matgtes also have similar laws. Under
a federal “sunshine law” manufacturers are requiogidack and report to the federal governmentgepayments and other transfers of
value made to physicians and other healthcare gsimfieals and teaching hospitals and ownershipvasiment interests held by
physicians and their immediate family members. €tege also an increasing number of state “sunsiémes that require manufacturers
to make reports to states on pricing and marketiftgmation. Several states have enacted legislagquiring pharmaceutical
companies to, among other things, establish madcedmpliance programs, file periodic reports \tita state, make periodic public
disclosures on sales, marketing, pricing, clintoals and other activities and/or register thales representatives and prohibiting or
limiting certain other sales and marketing practice

Because of the breadth of these laws and the naesswof available statutory and regulatory exemptit is possible that
some of our business activities could be subjech&dlenge under one or more of such laws. If garations are found to be in
violation of any of the federal and state laws désd above or any other governmental regulatibasapply to us, we may be subject
to penalties, including criminal and significantitmonetary penalties, damages, fines, imprisortn@rciusion from patrticipation in
government healthcare programs, injunctions, rezadkizure of products, total or partial suspemsibproduction, denial or withdrawal
of pre— marketing product approvals, private “qui tam”iaes brought by individual whistleblowers in themaof the government or
refusal to allow us to
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enter into supply contracts, including governmeamttacts, and the curtailment or restructuringwf aperations, any of which could
adversely affect our ability to operate our bussnasd our results of operations.

Europe / Rest of World Government Regulation

In addition to regulations in the United States, amed our collaborators, will be subject to a vgriaf regulations in other
jurisdictions governing, among other things, clatitrials and any commercial sales, marketing astiliblution of our products , similar
or more stringent than the U.S. laws .

Whether or not we, or our collaborators, obtain Fapproval for a product, we must obtain the retgiigpprovals from
regulatory authorities in foreign countries priorthe commencement of clinical trials or marketifighe product in those countries. The
requirements and process governing the condudiniéa trials, product licensing, pricing and rdiorsement vary from country to
country. In addition, we and our collaborators rbaysubject to foreign laws and regulations andratbmpliance requirements,

including, without limitation, anti-kickback laws, false claims laws and other fraud abuse laws, as well as laws and regulations

requiring transparency of pricing and marketinginiation and governing the privacy and securitieslth information, such as the
European Union’s Directiv€ ,fon the Protection of Individuals with regard to Bcessing of Personal Data.

If we, or our collaborators, fail to comply with@jrable foreign regulatory requirements, we maybiject to, among other
things, fines, suspension or withdrawal of regulapprovals, product recalls, seizure of produmpgrating restrictions and criminal
prosecution.

Employees

As of December 31, 2014, we had 3 9 employeespfavhom were full-time , 16 of whom hold Ph.D. or M.D. degrees, 2 8 of

whom were engaged in research and developmentit@stiand 1 1 of whom were engaged in businesslaewvent, finance,
information systems, facilities, human resourceadministrative support. None of our employeesepeesented by any collective
bargaining unit. We believe that we maintain gosldtions with our employees.

About Xencor

We were incorporated in California in August 19%9ider the name Xencor. In September 2004, we rgiocated the state of
Delaware under the name Xencor, Inc. Our prinajiédes are located at 111 West Lemon Avenue, MaardvA 91016, and our

telephone number (626) 365900. Our website address is www.xencor.com. Ounsite and the information contained on, or that can
be accessed through, the website will not be dee¢mbed incorporated by reference in, and are nasidered part of, this Annual
Report on Form 18K. Our Annual Reports on Form 2K, Quarterly Reports on Form @, Current Reports on Form-& and

amendments to reports filed or furnished pursuaection 13(a) and 15(d) of the Securities Exchakgf of 1934, as amended, are
available free of charge of the Investor Relatipogion of our web site at www.xencor.com as so®neasonably practical after we
electronically file such material with, or furnigho, the Securities and Exchange Commission (SEC)

We have a single operating segment and substgraibthf our operating assets are located in thiddrStates. For
information regarding our revenue and researchdaweélopment expenses for the last three fiscakysae Item 7, ‘Management’s
Discussion and Analysis of Financial Conditions &sults of Operations.”

Item 1 A. Risk Factors .

Except for the historical information contained &ieror incorporated by reference, this Annual Reéaod the information
incorporated by reference contains forwafoking statements that involve risks and unceti@én These statements include

projections about our accounting and finances, pland objectives for the future, future operatimgl @conomic performance and
other statements regarding future performance. &lstatements are not guarantees of future perfooman events. Our actual results
may differ materially from those discussed heretéis that could cause or contribute to differentesur actual results include those
discussed in the following section, as well asehos
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discussed in Part Il, Item 7 entitled “Managememiscussion and Analysis of Financial Condition dekults of Operations” and
elsewhere throughout this Annual Report and in@tiner documents incorporated by reference into Atmaual Report. You should
consider carefully the following risk factors, talger with all of the other information included imicorporated in this Annual Report.
Each of these risk factors, either alone or takagether, could adversely affect our business, dpeyaesults and financial condition,
as well as adversely affect the value of an investrim our common stock. There may be additiors#dsrihat we do not presently know
of or that we currently believe are immaterial whimould also impair our business and financial fiosi.

Risks Relating to Our Business and to the Discoverpevelopment and Reg ulatory Approval of Our Prodet Candidates

We have incurred significant losses since our indeptand anticipate that we will continue to incutignificant losses for the
foreseeable future.

We are a clinical-stage biopharmaceutical company. To date, we hasaded our operations primarily through equity and

debt financings and our research and licensingeageats and have incurred significant operatingel®since our inception in 1997. Our
net loss for the years ended December 31, 2012@Hh8I respectively, was $16.4 million and $60.3imill(including a $48.6 million

loss on settlement of convertible notes). Suchelmsse expected to increase in the future as waiexeur plan to continue our
discovery, research and development activitiesudiceg the ongoing and planned clinical developnardur antibody product
candidates, and incur the additional costs of dpgras a public company. We are unable to predeextent of any future losses or
when we will become profitable, if ever. Even if de achieve profitability, we may not be able tstain or increase profitability on an
ongoing basis which would adversely affect our beiss, prospects, financial condition and resultsgpefations.

Biopharmaceutical product development is a highlyesulative undertaking and involves a substantiggtee of uncertainty. We
have never generated any revenue from product sale$ may never be profitable.

We have devoted substantially all of our financéslources and efforts to developing our propriexanAb technology
platform, identifying potential product candidasesl conducting preclinical studies and clinicall&i We and our partners are still in
the early stages of developing our product candiatnd we have not completed development of asgupts. Our revenue to date has
been primarily revenue from the license of our pietpry XmAb technology platform for the developrhehproduct candidates by
others or revenue from our partners. Our abilitgeaerate revenue and achieve profitability depentisge part on our ability, alone or
with partners, to achieve milestones and to sufdssomplete the development of, obtain the neaegregulatory approvals for, and
commercialize, product candidates. We do not gugtei generating revenues from sales of producthéoforeseeable future. Our
ability to generate future revenues from produtdssdepends heavily on our and our partners’ ssdoes

« completing clinical trials through all phases ahidal development of our current product candigda¥mAb5871and
XmAb7195, as well as the product candidates trabaimg developed by our partners and licen

« seeking and obtaining marketing approvals for pecbdandidates that successfully complete clinicals;

« launching and commercializing product candidatesvisich we obtain marketing approval, with a partoe if launchec
independently, successfully establishing a saleefanarketing and distribution infrastructu

* identifying and developing new XmAkengineered therapeutic antibody candidates;

« establishing and maintaining supply and manufaagurélationships with third partie

« obtaining additional licensing and partnering oppeities, similar to our partnership with MorphoSgs
XmAb5574/MOR208, with leading pharmaceutical anddsbnology companie

« achieving the milestones set forth in our agreemesith our partners
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« conducting further research into the function appliaation of antibody Fc domains in order to exgpéime scope of our

proprietary XmAb technology platforn

« maintaining, protecting, expanding and enforcingiatellectual property; an

« attracting, hiring and retaining qualified persadn

Because of the numerous risks and uncertaintiesiased with biologic product development, we amahle to predict the
timing or amount of increased expenses and whewillbe able to achieve or maintain profitabiliifyever. In addition, our expenses
could increase beyond expectations if we are reduy the U.S. Food and Drug Administration (FDéY)foreign regulatory agencies,
to perform studies and trials in addition to thts® we currently anticipate, or if there are aplagls in our or our partners completing
clinical trials or the development of any of ouoguct candidates. If one or more of the productichates that we independently
develop is approved for commercial sale, we ardteipncurring significant costs associated with swrtializing such product
candidates. Even if we or our partners are abiget®rate revenues from the sale of any approvetlipt® we may not become
profitable and may need to obtain additional fugdim continue operations, which may not be avadlablus on favorable terms, if at
all. Even if we do achieve profitability, we maytrxe able to sustain or increase profitability aquarterly or annual basis. Our failure
to become and remain profitable would depress #@igevof our company and could impair our abilitydése capital, expand our
business, maintain our research and developmentftliversify our product offerings or even cang our operations. A decline in the
value of our company could also cause you to lis& part of your investment.

We will require additional financing and may be unébto raise sufficient capital, which could lead ts delay, reduce or abandon
research and development programs or commercialat

As of December 31, 2014, we had $ 54.7 millionastcand cash equivalents. We expect our expengegéase in connection
with our ongoing development activities, includimgditional clinical trials of XmAb5871 and XmAb71%nd, continued development

of our bi-specific drug candidates including our initial deyenent candidate, XmAb14045, and other researthtées. Identifying

potential product candidates and conducting priediriesting and clinical trials are tim&onsuming, expensive and uncertain processes

that take years to complete, and we or our parmessnever generate the necessary data or resgliged to obtain regulatory
approval and achieve product sales. In additionpoaduct candidates, if approved, may not ach@rmmercial success.

Our commercial revenues, if any, will be deriveahfrsales of products that we do not expect to bewercially available for
many years, if at all. If we obtain regulatory apgl for any of our product candidates, we expedbt¢ur significant commercialization
expenses related to product manufacturing, maresi@les and distribution. Accordingly, we will dele obtain substantial additional
funding in connection with our continuing operasoif we are unable to raise capital when needexh@ttractive terms, we could be
forced to delay, reduce or eliminate our reseanchdevelopment programs or any future commerciédinafforts.

We believe our existing cash, together with intetiesreon, will be sufficient to fund our operatathrough the end of 2016.
However, changing circumstances or inaccurate agtgrby us may cause us to use capital significéater than we currently
anticipate, and we may need to spend more moneyctinaently expected because of circumstances ldegoncontrol. For example,
our planned clinical trials for XmAb5871, XmAb7198, clinical trials for other drug candidates mag@unter technical, enrollment or
other issues that could cause our development tosisrease more than we expect. We do not hafieisnt cash to complete the
clinical development of any of our product candésa&ind will require additional funding in orderctamplete the development activities
required for regulatory approval of either XmAb58%1XmAb7195 or XmAb14045 or any other future prodcandidates that we
develop independently. Because successful develupoheur product candidates is uncertain, we agble to estimate the actual
funds we will require to complete research and kigreent and commercialize our product candidateieqate additional financing
may not be available to us on acceptable termat, alt. In addition, we may seek additional capitaé to favorable market conditions
or strategic considerations; even if we believehaee sufficient funds for our current or future ing plans. If we are unable to raise
capital when needed or on attractive terms, wedcbelforced to delay, reduce or eliminate our neteand development programs or
any future commercialization efforts.
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The development and commercialization of biologiro@ucts is subject to extensive regulation, and mvay not obtain regulatory
approvals for any of our product candidates.

The clinical development, manufacturing, labelipgckaging, storage, recordkeeping, advertisingnptmn, export, import,
marketing and distribution and other possible dtiv relating to XmAb5871, XmAb7195, and XmAb55VKIR208, our current lead
antibody product candidates, as well as any othigl@dy product candidate that we may develop @nfthiure, are subject to extensive
regulation in the United States as biologics. Bjads require the submission of a Biologics LiceAgpglication (BLA) to the FDA and
we are not permitted to market any product candigdathe United States until we obtain approvatfithe FDA of a BLA for that
product. A BLA must be supported by extensive clihiand preclinical data, as well as extensiverinédion regarding chemistry,
manufacturing and controls (CMC) sufficient to destoate the safety, purity, potency and effectivera#she applicable product
candidate to the satisfaction of the FDA.

Regulatory approval of a BLA is not guaranteed, #n@dapproval process is an expensive and uncgnaaess that may take
several years. The FDA and foreign regulatory iestitlso have substantial discretion in the appraneess. The number and types of
preclinical studies and clinical trials that wik bequired for BLA approval varies depending onpgheduct candidate, the disease or the
condition that the product candidate is designedrget and the regulations applicable to any @agr product candidate. Despite the
time and expense associated with preclinical stugl clinical trials, failure can occur at anygstaand we could encounter problems
that require us to repeat or perform additionatimeal studies or clinical trials or generate aidthal CMC data. The FDA and similar
foreign authorities could delay, limit or deny apyal of a product candidate for many reasons, @iolyibecause they:

« may not deem our product candidate to be adequsaétyand effective

« may not find the data from our preclinical studaesl clinical trials or CMC data to be sufficientsigpport a claim ¢
safety and efficacy

« may hot approve the manufacturing processes ditieiassociated with our product candidi

* may conclude that we have not sufficiently dematstt long-term stability of the formulation of the drug praddior

which we are seeking marketing appro
« may change approval policies or adopt new reguiatior
« may not accept a submission due to, among othsomsathe content or formatting of the submiss
Generally, public concern regarding the safetyrafjcand biologic products could delay or limit @lnility to obtain regulatory
approval, result in the inclusion of unfavorablmmation in our labeling, or require us to undeetather activities that may entail
additional costs.

We have not submitted an application for approvalliained FDA approval for any product. This latlexperience may
impede our ability to obtain FDA approval in a tisnenanner, if at all, for our product candidates.

To market any biologics outside of the United Statee and current or future collaborators must dgmith numerous and
varying regulatory and compliance related requineimef other countries. Approval procedures vargagncountries and can involve
additional product testing and additional admiite review periods, including obtaining reimbumsst and pricing approval in select
markets. The time required to obtain approval meotountries might differ from that required tdah FDA approval. The regulatory
approval process in other countries may includefate risks associated with FDA approval as welhdditional, presently
unanticipated, risks. Regulatory approval in onentty does not ensure regulatory approval in ampthe a failure or delay in
obtaining regulatory approval in one country magateely impact the regulatory process in otharsluding the risk that our product
candidates may not be approved for all indicati@usiested and that such approval may be subjdintitations on the indicated uses
for which the drug may be marketed. Certain coasthiave a very difficult reimbursement environnmeaerd we may not
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obtain reimbursement or pricing approval, if reqdirin all countries where we expect to marketcalpet, or we may obtain
reimbursement approval at a level that would makeketing a product in certain countries not viable.

If we experience delays in obtaining approval avéffail to obtain approval of our product candétathe commercial
prospects for our product candidates may be haemdaur ability to generate revenues will be matigrimpaired which would
adversely affect our business, prospects, finacoiatlition and results of operations.

Even if we receive regulatory approval for any afrgproduct candidates, we will be subject to onggiregulatory obligations and
continued regulatory review, which may result inggiificant additional expense. Additionally, our pduct candidates, if approved,
could be subject to labeling and other restrictioand market withdrawal and we may be subject to giées if we fail to comply with
regulatory requirements or experience unanticipatptbblems with our products.

Any regulatory approvals that we or our partneceiee for our product candidates may also be stibgdanitations on the
approved indicated uses for which the product neagnarketed or to the conditions of approval, ortaimnrequirements for potentially
costly post-marketing testing, including Phase 4 clinical sjand surveillance to monitor the safety and afjcof the product
candidate. In addition, if the FDA or a compardbleign regulatory authority approves any of owdurct candidates, the
manufacturing processes, labeling, packaging,ibigion, adverse event reporting, storage, advegigromotion, import, export and
recordkeeping for the product will be subject tteasive and ongoing regulatory requirements. Thegeirements include submissions
of safety and other postnarketing information and reports, registrationna&dl as continued compliance with current good

manufacturing practices (cGMPs), and current gomicel practices (cGCPs), for any clinical tridhsat we conduct postapproval.

Later discovery of previously unknown problems vatproduct, including adverse events of unantieigpaeverity or frequency,
undesirable side effects caused by the produdb/gms encountered by our thirgharty manufacturers or manufacturing processes, or
failure to comply with regulatory requirementsheit before or after product approval, may resylamong other things:

« restrictions on the marketing or manufacturinghef product

« requirements to include additional warnings onlétel;

« requirements to create a medication guide outlitinegrisks to patient:

« withdrawal of the product from the mark

« voluntary or mandatory product reca

« requirements to change the way the product is adtaned or for us to conduct additional clinicéls;

« fines, warning letters or holds on clinical trie

- refusal by the FDA to approve pending applicationsupplements to approved applications filed bgrusur strategir

partners, or suspension or revocation of produehke approval:

« product seizure or detention, or refusal to peth@timport or export of product

« injunctions or the imposition of civil or crimingkenalties; ani

« harm to our reputation.

Additionally if any of our product candidates ra@s marketing approval, the FDA could require uadopt a Risk Evaluation
and Mitigation Strategy (REMS) to ensure that theefienof the therapy outweigh its risks, which niaglude, among other things, a
medication guide outlining the risks for distritarito patients and a communication plan to health practitioners.
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Any of these events could prevent us from achieeingaintaining market acceptance of the produthemparticular product
candidate at issue and could significantly harmbmusiness, prospects, financial condition and tesifloperations.

The FDA's policies may change and additional gowegnt regulations may be enacted that could prelimit,or delay
regulatory approval of our product candidates. \Afenot predict the likelihood, nature or extent ofgrnment regulation that may arise
from future legislation or administrative actioiither in the United States or abroad. If we arevsio unable to adapt to changes in
existing requirements or the adoption of new regpaints or policies, or if we are not able to mamtegulatory compliance, we may
lose any marketing approval that we may have obthand we may not achieve or sustain profitabiitiyich would adversely affect
our business, prospects, financial condition asdlte of operations.

If we experience delays or difficulties in the enlment of patients in clinical trials, our receipof necessary regulatory approvals
could be delayed or prevented.

We may not be able to initiate or continue clinicals for our product candidates if we are unablocate and enroll a
sufficient number of eligible patients to partidipén these trials as required by the FDA or simigyulatory authorities outside the
United States. In addition, some of our competit@ge ongoing clinical trials for product candidatieat treat the same indications as
our product candidates, and patients who wouldrefise be eligible for our clinical trials may inatéenroll in clinical trials of our
competitors’ product candidates.

Patient enrollment is affected by other factorduding:

« the severity of the disease under investigai

« the patient eligibility criteria for the study inugstion;

« the perceived risks and benefits of the productlickte under study

« our payments for conducting clinical tria

» the patient referral practices of physicia

. the ability to monitor patients adequately durimgl after treatment; ar

« the proximity and availability of clinical trial t&is for prospective patien

For example, in our Phase 1la clinical trial of Xn»8@1, which we completed in December 2012, delaymtient enroliment
that were outside our control caused several weklislay that we did not predict at the outsethat tclinical trial. Our inability to
enroll a sufficient number of patients for any of @linical trials could result in significant dgiand could require us to abandon one or
more clinical trials altogether. Enrollment del@your clinical trials may result in increased depenent costs for our product
candidates and in delays to commercially launcbimgproduct candidates, if approved, which wouldseathe value of our company to
decline and limit our ability to obtain additiorfalancing.

The manufacture of biopharmaceutical products, imeling XmAb -engineered antibodies, is complex and manufactureften
encounter difficulties in production. If we or angf our third —-party manufacturers encounter any loss of our mastell banks or if

any of our third -party manufacturers encounter other difficultiesy @therwise fail to comply with their contractualbdigations, our

ability to provide product candidates for clinicéiials or our products to patients, once approvéide development or
commercialization of our product candidates could delayed or stopped.

The manufacture of biopharmaceutical products isgtex and requires significant expertise and chjiteestment, including
the development of advanced manufacturing techsigue process controls. We and our contract
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manufacturers must comply with cGMP regulations gumdelines. Manufacturers of biopharmaceutical potsloften encounter
difficulties in production, particularly in scalingp and validating initial production and contantioa. These problems include
difficulties with production costs and yields, gtyatontrol, including stability of the product, glity assurance testing, operator error,
shortages of qualified personnel, as well as campg with strictly enforced federal, state andifpreegulations. Furthermore, if
microbial, viral or other contaminations are dise@d in our products or in the manufacturing féesiin which our products are made,
such manufacturing facilities may need to be cldsedn extended period of time to investigate serdedy the contamination.

All of our XmAb engineered antibodies are manufeadiby starting with cells which are stored in B lsank. We have one
master cell bank for each antibody manufactureateordance with cGMP and multiple working cell baakd believe we would have
adequate backup should any cell bank be lost atastrophic event. However, it is possible thatmald lose multiple cell banks and
have our manufacturing severely impacted by thel beeeplace the cell banks.

We cannot assure you that any stability or othsrds relating to the manufacture of any of our pcodandidates or products
will not occur in the future. Additionally, our mafacturer may experience manufacturing difficultie® to resource constraints or as a
result of labor disputes or unstable political @arments. If our manufacturers were to encountgroduthese difficulties, or otherwise
fail to comply with their contractual obligatiorsyr ability to provide any product candidates ttiguds in clinical trials and products to
patients, once approved, would be jeopardized. deigty or interruption in the supply of clinicalarisupplies could delay the
completion of clinical trials, increase the costsaxiated with maintaining clinical trial prograarsd, depending upon the period of
delay, require us to commence new clinical tridladalitional expense or terminate clinical triatenpletely. Any adverse developments
affecting clinical or commercial manufacturing afrgroduct candidates or products may result ipraknt delays, inventory shortages,
lot failures, product withdrawals or recalls, ohet interruptions in the supply of our product ddates or products. We may also have

to take inventory write-offs and incur other charges and expenses for ptadndidates or products that fail to meet speatibns,

undertake costly remediation efforts or seek morglg manufacturing alternatives. Accordingly, teés or difficulties faced at any
level of our supply chain could materially adveysaffect our business and delay or impede the dpwetént and commercialization of
any of our product candidates or products and cbalet a material adverse effect on our businessppcts, financial condition and
results of operations.

Adverse side effects or other safety risks asseciatith our product candidates could delay or predt approval, cause us to suspend
or discontinue clinical trials, abandon product calidates, limit the commercial profile of an appraydabel, or result in significant
negative consequences following marketing approviany.

Undesirable side effects caused by our productidates could result in the delay, suspension oniteation of clinical trials
by us, our collaborators, the FDA or other regulathorities for a number of reasons. If we etecire required to delay, suspend or
terminate any clinical trial of any product candefathat we develop, the commercial prospectsdf pooduct candidates will be
harmed and our ability to generate product revefmoes any of these product candidates will be dethgr eliminated. Serious adverse
events observed in clinical trials could hindepoevent market acceptance of the product candatassue. Any of these occurrences
may harm our business, prospects, financial cardénd results of operations significantly.

In our Phase 1b/2a clinical trial of XmAb5871, éorample, some subjects reported mild to moderateaiatestinal toxicities
(nausea, vomiting and diarrhea). Other treatmdate® adverse events experienced in more than twAb5871-treated patients were
pyrexia (fever) and headache. Treatment relatéduseadverse events occurred in tow patients gdwived XmAb5871: infusion
related reaction and venous thrombosis. Furthtsrim analysis in our Phase 1a clinical trial of Xn7195 resulted in subjects having
urticaria and dose limiting thrombocytopenia. sk or other side effects cause excessive dischraédety risks or reduction in
acceptable dosage, then the development and comafiziion of XmAb5871 or XmAb7195 could suffer sificant negative
consequences. We cannot predict if additional tgpeslverse events or more serious adverse evdhtsevobserved in future clinical
trials of XmAb5871, XmAb7195 or any future prodeeindidate.
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In addition, we observed detectable levels of imogamicity, or the creation by the immune systerargf-XmAb5871

antibodies, in 44% of subjects receiving XmAb587the Phase 1a clinical trial. While a common oenee for antibody therapies,
immunogenicity to XmAb5871 or any of our other pioticandidates could neutralize the therapeuteceffof XmAb5871 or such
other candidates and/or alter their pharmacokisgetihich could have a material adverse effect ereffectiveness of our product
candidates and on our ability to commercialize them

We may not be successful in our efforts to use amdand our XmAb technology platform to build a pipeé of product candidates
and develop marketable products.

We are using our proprietary XmAb technology platido develop engineered antibodies, with an inftiaus on four
properties: immune inhibition, cytotoxicity, exterdlhalf-life and most recently, het e rodimeric Fc doma&inabling molecules with

dual target binding. This platform has led to duee lead product candidates, XmAb5871, XmAb713b,afmAb5574/MOR208 , and
our first bispecific development candidate, XmAb48Q as well as the other programs that utilizetechnology and that are being
developed by our partners and licensees. Whileedieue our preclinical and clinical data to dateyether with our established
partnerships, has validated our platform to a degre are at a very early stage of developmenbanglatform has not yet, and may
never lead to, approved or marketable therapentib@dy products. Even if we are successful in icwrg to build our pipeline, the
potential product candidates that we identify may/be suitable for clinical development, includesgya result of their harmful side
effects, limited efficacy or other characteristicat indicate that they are unlikely to be produbts will receive marketing approval and
achieve market acceptance. If we do not succegsfellelop and commercialize product candidatescbagen our technological
approach, we may not be able to obtain productanprship revenues in future periods, which waaldersely affect our business,
prospects, financial condition and results of opens.

We face significant competition from other biotechiogy and pharmaceutical companies and our operatirggults will suffer if we
fail to compete effectively.

The biotechnology and pharmaceutical industriesraemsely competitive. We have competitors botthanUnited States and
internationally, including major multinational pmaaceutical companies, biotechnology companies eusities and other research
institutions. Many of our competitors have substiytgreater financial, technical and other resest such as larger research and

development staff and experienced marketing andufaaturing organizations and weléstablished sales forces. Competition may

increase further as a result of advances in theraneial applicability of technologies and greateaikability of capital for investment in
these industries. Our competitors may succeedvaldging, acquiring or licensing on an exclusiveibadrug products that are more
effective or less costly than any product candidaae we are currently developing or that we mayettp.

We face intense competition in autoimmune diseasg development from multiple monoclonal antibodher biologics
and small molecules approved for the treatmentitdimmune diseases many of which are being developenarketed by large
multinational pharmaceutical companies such as@3eithKline plc, AbbVie Inc., Janssen Pharmaceigjdac.,

Roche/Genentech Inc. and Amgen Inc. GlaxoSmithiKdiBenlysta (belimumab) is currently the only moloo@l antibody that we are
aware of that is approved for the treatment of suglithough we believe that Biogen Idec/GenenteRltlsxan (rituximab) is prescribed,
off label, for this indication. In addition, theaad other pharmaceutical companies have monocimtilodies or other biologics in
clinical development for the treatment of autoimmuliseases.

Many companies have approved therapies or are deugldrugs for the treatment of asthma includindtimational
pharmaceutical companies such as GlaxoSmithKlimehB/Genentech, Novartis AG and AstraZeneca plc.ddonal antibody drug
development has primarily focused on allergic asth¥olair is currently the only monoclonal antibathat we are aware of that is
approved for the treatment of severe asthma. IitiaddNovartis and Genentech each have an antibardgeting IgE in Phase 1 or 2
clinical development for asthma.

Competition in blood cancer drug development isnise, with more than 250 compounds in clinicaldry large
multinational pharmaceutical companies and Ritliggast one of many monoclonal antibodies apprdeedhe treatment of

non-Hodgkin lymphomas or other blood cancers.
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Our ability to compete successfully will dependykely on our ability to leverage our experienceringddiscovery and
development to:

« discover and develop products that are superiottter products in the marke

« attract qualified scientific, product developmenti@ommercial personne

« obtain and maintain patent and/or other proprigpaogection for our products and technologies;

» obtain required regulatory approvals; ¢

« successfully collaborate with pharmaceutical congsam the discovery, development and commercigdinaf new

roducts

The F:)alvailability and price of our competitors’ pumtls could limit the demand, and the price we ate # charge, for any of
our product candidates, if approved. We will ndiiage our business plan if acceptance is inhildiitedrice competition or the
reluctance of physicians to switch from existingglproducts to our products, or if physicians slwitz other new drug products or
choose to reserve our products for use in limitezlmstances.

Established biopharmaceutical companies may irhesstily to accelerate discovery and developmeptaducts that could
make our product candidates less competitive. thitiad, any new product that competes with an apgidgroduct must demonstrate
compelling advantages in efficacy, conveniencer#dlility and safety in order to overcome price petition and to be commercially
successful. Accordingly, our competitors may suddeenbtaining patent protection, receiving FDA epMal or discovering, developing
and commercializing medicines before we do, whicluld have a material adverse impact on our busivgsswill not be able to
successfully commercialize our product candidati#isout establishing sales and marketing capatslitieernally or through
collaborators.

Risks Relating to Our Dependence on Third Parties

Our existing partnerships are important to our bumss, and future partnerships may also be importémus. If we are unable to
maintain any of these partnerships, or if these paerships are not successful, our business coulddoeersely affected.

Because developing biologics products, conductiimical trials, obtaining regulatory approval, dstshing manufacturing
capabilities and marketing approved products aperesive, we have entered into partnerships, andseely to enter into additional
partnerships, with companies that have more resswand experience than us, and we may become dayembn the establishment
and successful implementation of partnership ageaé¢sn

Our partnership and license agreements include tiveshave announced with MorphoSys AG, Novo Nordéglehringer
Ingelheim and others. These partnerships and kcageeements also have provided us with importardifig for our development
programs, and we expect to receive additional fumdinder these partnerships in the future. Outiegipartnerships, and any future
partnerships we enter into, may pose a numbeské rincluding the following:

« collaborators have significant discretion in detieing the efforts and resources that they will ggplthese partnership

« collaborators may not perform their obligationeapected

« collaborators may not pursue development and corialization of any product candidates that achiegrlatory
approval or may elect not to continue or renew tigraent or commercialization programs based oncglrrial results,
changes in the collaborators’ strategic focus ailakle funding, or external factors, such as ajussition, that divert
resources or create competing priorit

44



Table of Content

collaborators may delay clinical trials, providsufficient funding for a clinical trial program,ogt a clinical trial or
abandon a product candidate, repeat or conductheieal trials or require a new formulation of eopduct candidate for
clinical testing;

collaborators could independently develop, or dgvevith third parties, products that compete dlyeat indirectly with
our products or product candidates if the collatmsabelieve that competitive products are morelyito be successfully
developed or can be commercialized under termsatieatnore economically attractive than ours, winigly cause
collaborators to cease to devote resources toatmenercialization of our product candidat

a collaborator with marketing and distribution tigjto one or more of our product candidates thaieze regulaton
approval may not commit sufficient resources torttegketing and distribution of such product or protd;
disagreements with collaborators, including disegrents over proprietary rights, contract intergieteor the preferre
course of development, might cause delays or textioim of the research, development or commerci@aaf product
candidates, might lead to additional responsibdifior us with respect to product candidates, ghtmesult in litigation or

arbitration, any of which would be timeonsuming and expensive;

while we have generally retained the right to neimand defend our intellectual property underagreements wit
collaborators, certain collaborators may not priyperaintain or defend certain of our intellectuabperty rights or may
use our proprietary information in such a way astite litigation that could jeopardize or invadi our intellectual
property or proprietary informatiol

collaborators may infringe the intellectual progetghts of third parties, which may expose ustigdtion and potentie
liability;

collaborators may learn about our technology amdthis knowledge to compete with us in the fut

results of collaborato’ preclinical or clinical studies could produce résdhat harm or impair other products using
XmAb technology platform

there may be conflicts between different collabansithat could negatively affect those partnerships potentially other:
and

the number and type of our partnerships could agheaffect our attractiveness to future collabmsbr acquirers

If our partnerships and license agreements doasolltrin the successful development and commezat#din of products or if
one of our collaborators terminates its agreemétht wg, we may not receive any future researchdmvelopment funding or milestone
or royalty payments under the arrangement. If waataeceive the funding we expect under thesengerments, our continued
development of our product candidates could beyedland we may need additional resources to dewaldjtional product candidates.
All of the risks described in these risk factoratiag to product development, regulatory apprarad commercialization described in
this Annual Report also apply to the activitieoaf collaborators and there can be no assuranteuhpartnerships and license
agreements will produce positive results or sudoepsoducts on a timely basis or at all.

Our partnership agreements generally grant oualsotitors exclusive rights under certain of owliattual property, and may
therefore preclude us from entering into partn@skiith others relating to the same or similar coomls, indications or diseases. In
addition, partnership agreements may place rastmieor additional obligations on our ability toénse additional compounds in
different indications, diseases or geographications. If we fail to comply with or breach any pigion of a partnership agreement, a
collaborator may have the right to terminate, iroleh
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or in part, such agreement or to seek damages. bfamyr collaborators also have the right to ternertae partnership agreement for
convenience. If a partnership agreement is terméhah whole or in part, we may be unable to camithe development and
commercialization of the applicable product cantlidaand even if we are able to do so, such effoatp be delayed and result in
additional costs.

There is no assurance that a collaborator whoqaiged by a third party would not attempt to changgain contract
provisions that could negatively affect our parsthégp. The acquiring company may also not acceptettnes or assignment of our

contracts and may seek to terminate the agreemfamgsone of our partners could breach covenansstictions and/or sublicense
agreement provisions leading us into disputes atehpial breaches of our agreements with othenpest

We may in the future determine to partner with &ddal pharmaceutical and biotechnology comparvesiévelopment and
potential commercialization of therapeutic produite face significant competition in seeking appiate collaborators. Our ability to
reach a definitive agreement for a partnership dafpend, among other things, upon our assessm#re obllaborator’s resources and
expertise, the terms and conditions of the proppsethership and the proposed collaborator’s etialuaf a number of factors. If we
elect to fund and undertake development or commlk&zation activities on our own, we may need tcadbhadditional expertise and
additional capital, which may not be available $oom acceptable terms or at all. If we fail to entéo partnerships and do not have
sufficient funds or expertise to undertake the ssary development and commercialization activits may not be able to further
develop our product candidates or bring them tdketasr continue to develop our product platform andbusiness, prospects,
financial condition and results of operations maynaterially and adversely affected.

We rely upon third-party contractors and service providers for the exion of most aspects of our development prografailure

of these collaborators to provide services of aable quality and within acceptable timeframes meguse the delay or failure of our
development programs.

We outsource certain functions, tests and serdesntract research organizations (CROs), medisétutions and
collaborators as well as outsourcing manufactutingpllaborators and/or contract manufacturers,ve@dely on third parties for quality
assurance, clinical monitoring, clinical data maragnt and regulatory expertise. We also have edgage may in the future engage,
a CRO to run all aspects of a clinical trial on bahalf. There is no assurance that such individombrganizations will be able to
provide the functions, tests, biologic supply ava®s as agreed upon or in a quality fashion aaaeuld suffer significant delays in
the development of our products or processes.

In some cases there may be only one or few pravigiesuch services, including clinical data managenoer manufacturing
services. In addition, the cost of such servicesddbe significantly increased over time. We refythird parties and collaborators as
mentioned above to enroll qualified patients anudert, supervise and monitor our clinical trialsir@eliance on these third parties and
collaborators for clinical development activitiegluces our control over these activities. Our mekaon these parties, however, does not
relieve us of our regulatory responsibilities, imtihg ensuring that our clinical trials are conéukin accordance with GCP regulations
and the investigational plan and protocols conthinghe regulatory agency applications. In additihese third parties may not
complete activities on schedule or may not manufaainder GMP conditions. Preclinical or cliniceldies may not be performed or
completed in accordance with Good Laboratory Peast{GLP) regulatory requirements or our trial geslf these third parties or
collaborators do not successfully carry out theimtecactual duties or meet expected deadlines, mbtaregulatory approval for
manufacturing and commercialization of our prodiasididates may be delayed or prevented. We rektantially on third-party data

managers for our clinical trial data. There is seusance that these third parties will not makererin the design, management or
retention of our data or data systems. There @ssarance these third parties will pass FDA orleggry audits, which could delay or
prohibit regulatory approval.
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We rely on third parties to manufacture suppliesair preclinical and clinical product candidates. Ehdevelopment of such
candidates could be stopped or delayed if any siindtd party fails to provide us with sufficient quities of product or fails to do so
at acceptable quality levels or prices or failsrt@intain or achieve satisfactory regulatory comptiee.

We do not currently have nor do we plan to acghiesinfrastructure or capability internally to méaeture our clinical drug
supplies for use in the conduct of our clinicalsj and we lack the resources and the capahilityanufacture any clinical candidates
on a clinical scale. Instead, we rely on our thipdirty manufacturing partners, Catalent Pharma BokiLLC (Catalent) for the
production of XmAb5871 and XmAb7195 and third pestfor fill and testing services. We are also wagkwvith KBI Biopharma, Inc.
(KBI) to develop manufacturing processes to initiatanufacturing of our bispecific development cdatf, XmAb14045. Any of our
contract manufacturers may not perform as agreagl,ba unable to comply with cGMP requirements art DA, state and foreign
regulatory requirements or may terminate their eepe agreements with us.

In addition, manufacturers are subject to ongoiegaglic unannounced inspection by the FDA and agleeernmental
authorities to ensure strict compliance with goweent regulations. We do not control the manufaoguprocesses of either Catalent or
KBI and are currently completely dependent on eddPatalent and KBI for the production of XmAb58XmAb7195 and
XmAb14015 in accordance with cGMP, which includepamother things, quality control, quality assueaad the maintenance of
records and documentation. If we were to experi@mcenexpected loss of supply, we could experidetays in our planned clinical
trials, as Catalent or KBI would need to manufeetadditional clinical drug supply and would neeffisient lead time to schedule a
manufacturing slot. While there are other potersiglpliers of clinical supplies of our biologicketlong transition periods necessary to
switch manufacturers for any of XmAb5871, XmAb7185<{mAb14045 would significantly delay our clinidaials and the
commercialization of such products, if approved.

We intend to rely on third parties to manufactureroonercial supplies of our product candidates, if amdhen approved. If we are
unable to obtain a license agreement from Catalémt the manufacture of XmAb5871, if we are unable énter into commercial

supply agreements with thirgparty suppliers or if any such thirdparty supplier fails to provide us with sufficiemuantities or fails
to comply with regulatory requirements, commercidtion of such products could be delayed or stopped

We do not currently have nor do we plan to acghiesinfrastructure or capability internally to méeture our products on a
commercial scale. Although we have entered inteegents for the manufacture of clinical supplieXmfAb5871, XmAb7195 and
XmAb14045, we have not entered into a commercippuagreement with either Catalent or KBl and meithas demonstrated that it
will be capable of manufacturing XmAb5871, XmAb7185XmAb14045 on a large commercial scale. We miightinable to identify
manufacturers for commercial supply on acceptadiag or at all. Moreover, our existing license vid#talent to use certain technology

and know-how in the production of our XmAb5871 product catadée only applies for so long as manufacturingisesvare provided

by Catalent. We expect to move manufacturing sesvio another contract manufacturing organizatasupport late-stage clinical

trials for XmAb5871 as well as commercial supplidsch would require negotiation of a license fromt&ent. We expect to be able to
finalize such a license agreement with CatalenXforAb5871 in due course. However, we can providasgurances as to when such a
license agreement will be executed or if it willdecuted at all. If we are not able to securenangercial license from Catalent, or not
able to obtain a commercial license on acceptaiag, we may be required to change the manufagtpriocess for XmAb5871. A
change to the manufacturing process for XmAb587dngrof our product candidates would cause usdarisignificant costs and to

devote significant efforts to implement such a gerdditionally, the late stage clinical development and commercialization of

XmAb5871 or other product candidates by us or ellaborators may be delayed as a result, which evmaterially and adversely
affect our business.

If our third —party manufacturers cannot successfully manufachaterial that conforms to our specifications amel t
applicable regulatory authorities’ strict regulgtoequirements, or pass regulatory inspection, thidynot be able to secure or maintain
regulatory approval for the manufacturing facibtién addition, we have no control over the abitifyany third-party manufacturer to
maintain adequate quality control, quality assueasred qualified personnel. The facilities used biythird —party manufacturers to
manufacture XmAb5871, XmAb7195, XmAb14045 and any
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other potential product candidates that we may ldeve the future must be approved by the applieabgulatory authorities, including
the FDA, pursuant to inspections that will be cartdd after we submit our BLA to the FDA. In additionanufacturers are subject to
ongoing periodic unannounced inspection by the BIDA other governmental authorities to ensure stomtpliance with government
regulations. If the FDA or any other applicableuladpry authorities do not approve these facilif@sthe manufacture of our products

or if they withdraw any such approval in the fufuweif our suppliers or thirdparty manufacturer decide they no longer want ppku

our biologics or manufacture our products, we megdnto find alternative manufacturing facilitied)ieh would significantly impact
our ability to market our products and our busingssspects, financial condition and results ofrapens may be materially and
adversely affected.

Risks Relating to Our Intellectual Property

If we are unable to obtain, maintain and enforcet@llectual property protection covering our prodgstothers may be able to make,
use or sell products substantially the same as owBich could adversely affect our ability to contpen the market.

Our commercial success depends, in part, on olityaoi obtain, maintain and enforce patents, traelerets, trademarks and
other intellectual property rights and to operaitheut having third parties infringe, misappropeiar circumvent the rights that we own
or license. If we are unable to obtain, maintaid anforce intellectual property protection covering products, others may be able to
make, use or sell products that are substantiadlysame as ours without incurring the sizeableldpueent and licensing costs that we
have incurred, which would adversely affect oufigbio compete in the market. As of December 3114 we held at least 150 issued
patents and 170 pending patent applications. eétent applications in the United States, Caniazn, Europe and other major
markets either directly or via the Patent Cooperalireaty. Our ability to stop third parties fronaking, using, selling, offering to sell
or importing our product candidates is dependenhuhe extent to which we have rights under vatid enforceable patents or trade
secrets that cover these activities. However, #ter positions of biopharmaceutical companiesudiog ours, can be highly uncertain
and involve complex legal and factual questionsafbich important legal principles remain unresolvidd consistent policy regarding
the breadth of claims allowed in patents in thésld$ has emerged to date in the United StatesUT8epatent laws have recently
changed, there have been changes regarding homt fstes are interpreted, and the U.S. Patent aadémark Office (the PTO) has
also implemented changes to the patent system. 8bthese changes are currently being litigated,va@ cannot accurately determine
the outcome of any such proceedings or predictéuthanges in the interpretation of patent lawshanges to patent laws which might
be enacted into law. Those changes may materitidlgtaour patents, our ability to obtain patentshe patents and applications of our
collaborators and licensors. The patent situaticthé biopharmaceutical industry outside the Un8&ates is even more uncertain.
Therefore, there is no assurance that our penditenpapplications will result in the issuance afigmts or that we will develop
additional proprietary products which are patergaMoreover, patents issued or to be issued to yswigprovide us with any
competitive advantage. Our patent position is sulienumerous additional risks, including thedualing:

« we may fail to seek patent protection for invensidinat are important to our succe

« our pending patent applications may not resulssuéd patent:

« we cannot be certain that we are the first to ibtlem inventions covered by pending patent apptinator that we were tl
first to file such applications and, if we are ne& may be subject to priority disput:

« we may be required to disclaim part or all of thert of certain patents or all of the term of cerfgétent applications;

« we may file patent applications but have claimgrigted or we may not be able to supply sufficidata to support ot
claims and, as a result, may not obtain the origilzéms desired or we may receive restricted ckiAiternatively, it is
possible that we may not receive any patent prioteétom an applicatior
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we could inadvertently abandon a patent or patgpliGation, resulting in the loss of protectionceftain intellectual
property rights in a certain country. We, our dofleators or our patent counsel may take actioritheguin a patent or
patent application becoming abandoned which mayeatble to be reinstated or if reinstated, mafespiatent term
adjustments

the claims of our issued patents or patent appicatwhen issued may not cover our product canek

no assurance can be given that our patents woulédlared by a court to be valid or enforceabléhat a competit(s
technology or product would be found by a courinfange our patents. Our patents or patent apfitina may be
challenged by third parties in patent litigationimproceedings before the PTO or its foreign cerpdrts, and may
ultimately be declared invalid or unenforceablenamowed in scope

there may be prior art of which we are not awaag thay affect the validity or enforceability of atent claim. There also
may be prior art of which we are aware, but whiehde not believe affects the validity or enforcébof a claim, which
may, nonetheless, ultimately be found to affectlaity or enforceability of a clain

third parties may develop products which have #reesor similar effect as our products without imfing our patents
Such third parties may also intentionally circumiveur patents by means of alternate designs oepses or file
applications or be granted patents that would btrdkurt our efforts

there may be dominating patents relevant to oudymrbcandidates of which we are not aw.

our patent counsel, lawyers or advisors may hawengils, or may in the future give us incorrect egdr counse
Opinions from such patent counsel or lawyers mayeaorrect or may be based on incomplete fi

obtaining regulatory approval for biopharmaceutaducts is a lengthy and complex process, ardrasult, any patents
covering our product candidates may expire befarshortly after such product candidates are agarand
commercialized

the patent and patent enforcement laws of soméfojerisdictions do not protect intellectual projyerights to the sam
extent as laws in the United States, and many coiepéave encountered significant difficulties mtpcting and
defending such rights in foreign jurisdictionswié encounter such difficulties or we are othervpsecluded from
effectively protecting our intellectual propertghis in foreign jurisdictions, our business prospeould be substantially
harmed; ant

we may not develop additional proprietary technmeghat are patentab

Any of these factors could hurt our ability to g&ii patent protection for our products. Registet@demarks and trademark
applications in the United States and other coesitare subject to similar risks as described afwveatents and patent applications, in
addition to the risks described below.

Many of our product development partnership agre¢sreme complex and may call for licensing or cragsensing of

potentially blocking patents, knowhow or intellectual property. Due to the potentieérlap of data, knowhow and intellectual
property rights there can be no assurance thabboer collaborators will not dispute our rightuee, license or distribute data,
know -how or other intellectual property rights, and timay potentially lead to disputes, liability orrténation of a program. There are

no assurances that our actions or the actionsrafalaborators would not lead to disputes or caisst default with other
collaborators. For example, we may become involuetisputes with our collaborators relating to tivenership of intellectual property
developed in the course of the partnership. Weadsmot be certain that a collaborator will notlgmeye the validity or enforceability
of the patents we license.
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We cannot be certain that any country’s patentartdidemark office will not implement new rulesieihcould seriously
affect how we draft, file, prosecute and/or maimfa@tents, trademarks and patent and trademaricaphs. We cannot be certain that
increasing costs for drafting, filing, prosecutaagd maintaining patents, trademarks and patentraddmark applications will not
restrict our ability to file for patent protectiofor example, we may elect not to seek patent ghiotein certain jurisdictions or for
certain inventions in order to save costs. We nefobced to abandon or return the rights to spepéitents due to a lack of financial
resources.

We currently rely, and may in the future rely, @mtain intellectual property rights licensed framrd parties to protect our
technology. In particular, we have licensed andiseised certain intellectual property relatingto Xtend technology from a third
party. Under our license, we have no right to adrgatent prosecution of this intellectual propestyto enforce the patents, and as such
the licensed rights may not be adequately maintidiyethe licensors. The termination of this or oti@enses could also prevent us
from commercializing product candidates coveredhgylicensed intellectual property.

Furthermore, the research resulting in thelicensed patents was developed in the course eérels funded by the U.S.
government. As a result, the U.S. government mag kartain rights (“marchin rights”) to intellectual property embodied inrou
Xtend products. Government rights in certain iniemd developed under a governmefinded program include a nemxclusive,

non-transferable, irrevocable worldwide license to msentions for any governmental purpose. Circuncgarthat trigger marchin

rights include, for example, failure to take, wittd reasonable time, effective steps to achievetipeh application of the invention in a
field of use, failure to satisfy the health andespheeds of the public and failure to meet requéets of public use specified by federal
regulations. Federal law requires any licensomoih&ention that was partially funded by the fedlg@ernment to obtain a covenant
from any exclusive licensee to manufacture produsisg the invention substantially in the Unitedt&¢. The U.S. government also has
the right to use and disclose, without limitatisoientific data relating to licensed technologyt thas developed in whole or in part at

government expense. The government funding agestglect to exercise these march rights on their own initiative or at the request
of a third party.

We intend to file applications for trademark regiibns in connection with our product candidategdrious jurisdictions,
including the United States. No assurance canvmnghat any of our trademark applications willregistered in the United States or
elsewhere, or that the use of any registered agistered trademarks will confer a competitive autlege in the marketplace.
Furthermore, even if we are successful in our tret& registrations, the FDA and regulatory autlesitn other countries have their
own process for drug nomenclature and their owwsieoncerning appropriate proprietary names. Norasse can be given that the
FDA or any other regulatory authority will approstany of our trademarks or will not request reddesation of one of our trademarks
at some time in the future. The loss, abandonneerancellation of any of our trademarks or traddnagplications could negatively
affect the success of the product candidates tohwthiey relate.

If we are not able to prevent disclosure of our desecrets and other proprietary information, thalwe of our technology and
products could be significantly diminished.

We rely on trade secret protection to protect oterests in proprietary knowhow and in processes for which patents are
difficult to obtain or enforce. We may not be atugprotect our trade secrets adequately. We haadiey of requiring our consultants,
advisors and collaborators to enter into confidgityi agreements and our employees to enter iMenition, non-disclosure and
non-compete agreements. However, no assurance candyetgat we have entered into appropriate agreeswatit all parties that
have had access to our trade secrets, krfmw or other proprietary information. There is at@assurance that such agreements will

provide for a meaningful protection of our tradersés, know-how or other proprietary information in the evehaoy unauthorized

use or disclosure of information. Furthermore, wermot provide assurance that any of our employgeesultants, contract personnel, or
collaborators, either accidentally or through willlnisconduct, will not cause serious damage topoograms and/or our strategy, for

example by disclosing important trade secrets, kabow or proprietary information to our competitdtss also possible that our trade
secrets, knowhow or other proprietary information could be ob&al by third parties as a result of breaches opbysical or

electronic security systems. Any disclosure of mitial data into the public domain or to thirdtpes could allow our competitors to
learn our trade secrets and use the informati@ompetition against us. In addition, others maypehdently discover our trade secrets
and proprietary information. Any action to enfome
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rights is likely to be time consuming and expensared may ultimately be unsuccessful, or may reswtremedy that is not
commercially valuable. These risks are accentuatéateign countries where laws or law enforcemmmattices may not protect
proprietary rights as fully as in the United State&€urope. Any unauthorized disclosure of ouréradcrets or proprietary information
could harm our competitive position.

We may be required to reduce the scope of our iettlial property due to thirdparty intellectual property claims.

Our competitors may have filed, and may in therifile, patent applications covering technologyifar to ours. Any such
patent application may have priority over our pasgplications, which could further require us hain rights to issued patents
covering such technologies. If another party haslfa U.S. patent application on inventions simtiteours that claims priority to an
application filed prior to March 16, 2013, we mayéao participate in an interference proceedindadted by the PTO to determine
priority of invention in the United States. The t0sf these proceedings could be substantial, taagossible that such efforts would be
unsuccessful if, unbeknownst to us, the other gaatyindependently arrived at the same or similagmtion prior to our own invention,
resulting in a loss of our U.S. patent positionhwiéspect to such inventions. In addition, chargested on March 15, 2013 to the U.S.
patent laws under the America Invents Act resuletie United States changing from a “first to int/ecountry to a “first to file”
country. As a result, we may lose the ability téaditb a patent if a third party files with the PTi&f and could become involved in
proceedings before the PTO to resolve disputeterkta inventorship. We may also become involvesinimilar proceedings in other
jurisdictions.

Furthermore, recent changes in U.S. patent lawnthéeAmerica Invents Act allows for posssuance challenges to U.S.

patents, including ex parte reexaminations, ingtepreviews and posgrant oppositions. There is significant uncertaesyto how the

new laws will be applied and if our U.S. patents @nallenged using such procedures, we may noajreessibly resulting in altered
or diminished claim scope or loss of patent riglitsgether. Similarly, some countries, notably merstof the European Union, also
have post grant opposition proceedings that carntrneschanges in scope and/or cancellation ofrgatiaims.

Our products could infringe patents and other praperights of others, which may result in costlytiyation and, if we are not
successful, could cause us to pay substantial daesagr limit our ability to commercialize our prodts; which could have a material
adverse effect on our business.

Our commercial success depends upon our ability ttz ability of our collaborators, to develop, mfatture, market and sell
our product candidates and use our proprietaryntdolgies without infringing the patents and otheppietary rights of third parties.
There is considerable intellectual property litigatin the biotechnology and pharmaceutical indesti~or example, we are aware of
issued U.S. patents and patent applications owp&gkeinentech that may relate to and claim comporrdsrtain of our product
candidates, including XmAb5871, XmAb7195 and XmABSMOR?208 or their manufacture. We believe thatehgatents and patent
applications will expire in the United States ir2Rand 2021, respectively, but it is possible thatterms could be extended, for
example, as a result of patent term restoratiaotopensate for regulatory delays. While we beliévag our current development of

these candidates currently falls into the “safébgrof non-infringement under 35 U.S.C. §271(e)(1), this pctte terminates upon

commercialization. In addition, there can be naessce that our interpretation of this statutorgraption would be upheld.
Furthermore, while we believe that claims in theatents are either invalid or not infringed, wergarassure you that if we were sued
for infringement of these patents that we wouldspile In order to successfully challenge the vaidif any issued U.S. patent, we
would need to overcome a presumption of validityisTourden is a high one requiring us to presegrchnd convincing evidence as to
the invalidity of such claims. There is no assueathat a court would find these claims to be irdsali not infringed.

In addition, as the biopharmaceutical industry exiseand more patents are issued, the risk incréaaethere may be patents
issued to third parties that relate to our prodaais technology of which we are not aware or thamust challenge to continue our
operations as currently contemplated. Our prodwetg infringe or may be alleged to infringe thestepts. Because some patent
applications in the United States may be maintainescrecy until the patents are issued, becaatemtpapplications in the United
States and many foreign jurisdictions are typicathy published until eighteen months after filingldbecause publications in the
scientific literature often lag behind actual disedes, we cannot be certain that others haveiledtpatents that may cover our
technologies, our product candidates or their Additionally, pending patent applications which Bdeen published can, subject to
certain
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limitations, be later amended in a manner thatdcoaler our technologies, our products or the figseioproducts. We may become
party to, or threatened with, future adversariacpedings or litigation regarding intellectual pedy rights with respect to our products
and technology. Third parties may assert infringeinetaims against us based on existing patentatengs that may be granted in the
future.

If we are sued for patent infringement, we woulddh& demonstrate that our products or methodsreith not infringe the
patent claims of the relevant patent or that themialaims are invalid, and we may not be abléathis. Proving invalidity is difficult.
For example, in the United States, proving invéidequires a showing of clear and convincing ewgdeto overcome the presumption
of validity enjoyed by issued patents. Even if we successful in these proceedings, we may indstantial costs and divert
management’s time and attention in pursuing thesegedings, which could have a material adverseefin us.

Any such claims are likely to be expensive to défemd some of our competitors may be able to sutta costs of complex
patent litigation more effectively than we can hessathey have substantially greater resources.

If we are found to infringe a third party’s intedteial property rights, we could be required to obgalicense from such third
party to continue developing and marketing our potsland technology. We may also elect to enterdgnth a license in order to settle
litigation or in order to resolve disputes priodit@ation. However, we may not be able to obtany required license on commercially
reasonable terms or at all. Even if we were ablebtain a license, it could be neexclusive, thereby giving our competitors access to
the same technologies licensed to us, and couldreegs to make substantial royalty payments. Wedcalso be forced, including by
court order, to cease commercializing the infriggiechnology or product. In addition, we could berfd liable for monetary damages,
including treble damages and attorneys’ fees iaveefound to have willfully infringed a patent. ivding of infringement could prevent
us from commercializing our product candidatesoocé us to cease some of our business operatitina) would materially harm our
business. Claims that we have misappropriateddh&dential information or trade secrets of thiates could have a similar negative
impact on our business.

Our intellectual property may be infringed upon laythird party.

Third parties may infringe one or more of our isbpatents or trademarks. We cannot predict if, wdremhere a third party
may infringe one or more of our issued patentsamt@marks. To counter infringement, we may be redub file infringement claims,
which can be expensive and time consuming. Theame &ssurance that we would be successful in & oblaw in proving that a third
party is infringing one or more of our issued p&er trademarks. Any claims we assert againsigperd infringers could also provoke
these parties to assert counterclaims againstlegirey that we infringe their intellectual propertn addition, in a patent infringement
proceeding, a court may decide that a patent &f isuinvalid or unenforceable, in whole or in padnpstrue the patent’s claims narrowly
and/or refuse to stop the other party from usirgtéithnology at issue on the grounds that our tstknnot cover the technology in
question, any of which may adversely affect ouiitess. Even if we are successful in proving in @arcof law that a third party is
infringing one or more of our issued patents aderaarks there can be no assurance that we wowlddoessful in halting their
infringing activities, for example, through a pemeat injunction, or that we would be fully or eveartially financially compensated for
any harm to our business. We may be forced to amtier license or other agreement with the infrigghird party at terms less
profitable or otherwise commercially acceptableigdhan if the license or agreement were negotiatelér conditions between those of
a willing licensee and a willing licensor. We mayt hecome aware of a thirgbarty infringer within legal timeframes for compatien
or at all, thereby possibly losing the ability t® tompensated for any harm to our business. Sthildgparty may be operating in a
foreign country where the infringer is difficult tocate and/or the intellectual property laws maymore difficult to enforce. Some

third —party infringers may be able to sustain the cost®mplex infringement litigation more effectivelyan we can because they
have substantially greater resources. Any inaliiditgtop third-party infringement could result in loss in markieare of some of our
products or even lead to a delay, reduction aridfibition of the development, manufacture or sdleertain products by us. There is
no assurance that a product produced and soldHiyda-party infringer would meet our or other regulatstgndards or would be safe
for use. Such thirdparty infringer products could irreparably harm thputation of our products thereby resulting ihstantial loss in
market share and profits.
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We may be subject to claims that our employees, gtiasts or independent contractors have wrongfullged or disclosed
confidential information of third parties.

We employ individuals who were previously employtdther biotechnology or pharmaceutical compamésmay be subject
to claims that we or our employees, consultantadependent contractors have inadvertently or atiserused or disclosed confidential
information of our employees’ former employers they third parties. We may also be subject to cldinat former employers or other
third parties have an ownership interest in ouepist Litigation may be necessary to defend ag#iese claims. There is no guarantee
of success in defending these claims, and if wealgrevail, we could be required to pay substhdaaages and could lose rights to
important intellectual property. Even if we are cessful, litigation could result in substantial tasd be a distraction to our
management and other employees.

Risks Related to Employee Matters and Managing Groth and Other Risks Related to Our Business

We are subject to competition for our skilled persmh and may experience challenges in identifyingdaretaining key personnel that
could impair our ability to conduct and grow our epations effectively.

Our future success depends on our ability to retamexecutive officers and to attract, retain amativate qualified personnel.
If we are not successful in attracting and retajriiighly qualified personnel, we may not be ablsuocessfully implement our business
strategy. Although we have not experienced problattnacting and retaining highly qualified personnehe recent past, our industry
has experienced a high rate of turnover of managepesonnel in recent years. Our ability to corapetthe highly competitive
biotechnology and pharmaceuticals industries depapdn our ability to attract and retain highly kified management, scientific and
medical personnel. We are highly dependent on ouent management team, whose services are ctitithé successful
implementation of our product candidate developragtregulatory strategies. In order to induce afalle employees to continue their
employment with us, we have provided stock optitias vest over time. The value to employees ofkstmtions that vest over time is
significantly affected by movements in our stockc@rthat are beyond our control, and may at ang ta insufficient to counteract
more lucrative offers from other companies.

Despite our efforts to retain valuable employeesmivers of our management team may terminate thgiloyment with us at
any time, with or without notice. Further, we dd nmintain “key person” insurance for any of oueextives or other employees. The
loss of the services of any of our executive officend our inability to find suitable replacemertasld harm our business, financial
condition, prospects and ability to achieve theceasful development or commercialization of oudpiad candidates. Our success also
depends on our ability to continue to attract,inetend motivate highly skilled scientific and mealipersonnel at all levels.

We may experience growth in the number of our eygds and the scope of our operations, especiatljniical development.
This growth will place a significant strain on auaanagement, operations and financial resourcesyanday have difficulty managing
this future potential growth. Moreover, no assuracare be provided that we will be able to attrast eenployees to assist in our
growth. Many of the other biotech and pharmaceutioatpanies and academic institutions that we coenggainst for qualified
personnel have greater financial and other reseuditfierent risk profiles and a longer historytlire industry than we do. We also may

employ consultants or partime and contract employees. There can be no assuthat these individuals are retainable. Whilehaxe

been able to attract and retain skilled and expeed personnel and consultants in the past, noeag=ican be given that we will be
able to do so in the future.

We may become subject to the risk of product lighitlaims.

We face an inherent risk of product liability aseault of the clinical testing of our product cataties and will face an even
greater risk if we or our partners commercializg products. Human therapeutic products involveritieof product liability claims and
associated adverse publicity. Currently, the ppakrisks we face relate to patients in our clihtoals, who may suffer unintended
consequences. Claims might be made by patientthbage providers or pharmaceutical companieslerst For example, we may be
sued if any product we develop allegedly causesyrgr is found to be otherwise unsuitable duriligical testing, manufacturing,
marketing or sale. Any such product liability claimay include allegations of defects in manufaogyrdefects in design, a failure to
warn of dangers inherent in the
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product, negligence, strict liability and a breachvarranties. Claims could also be asserted ustdée consumer protection acts. If we
cannot successfully defend ourselves against ptdidibdity claims, we may incur substantial liab#s or be required to limit
commercialization of our product candidates, ifrappd. Even successful defense would require segmif financial and management
resources. Regardless of the merits or eventuabme, liability claims may result in:

« decreased demand for our products due to negaiblecgperception

« injury to our reputatior

« withdrawal of clinical trial participants or diffidties in recruiting new trial participant

« initiation of investigations by regulator

« costs to defend or settle the related litigat

« adiversion of managem¢s time and our resource

« substantial monetary awards to trial participamtgatients

« product recalls, withdrawals or labeling, marketongpromotional restriction:

» loss of revenues from product sales;

« the inability to commercialize any of our produandidates, if approve:

We may not have or be able to obtain or maintaificéent and affordable insurance coverage to cqreduct liability claims,
and without sufficient coverage any claim brougjdiast us could have a materially adverse effeaiwrbusiness, financial condition
or results of operations. We run clinical trialsaigh investigators that could be negligent thronghault of our own and which could
affect patients, cause potential liability claingmenst us and result in delayed or stopped clinticals. We are required by contractual
obligations to indemnify collaborators, partnehs;d -party contractors, clinical investigators and instbns. These indemnifications
could result in a material impact due to produahility claims against us and/or these groups. Weeatly carry at least $7.5 million in
product liability insurance, which we believe igpagpriate for our current clinical trials. Althougfe maintain such insurance, any
claim that may be brought against us could resudt ¢ourt judgment or settlement in an amountithabdt covered, in whole or in part,
by our insurance or that is in excess of the limfteur insurance coverage. Our insurance polaigs have various exclusions, and we
may be subject to a product liability claim for whiwe have no coverage. We will have to pay anyuaisoawarded by a court or
negotiated in a settlement that exceed our covéiagations or that are not covered by our insesgrand we may not have, or be able
to obtain, sufficient capital to pay such amouk¢® may also need to expand our insurance covesagaradusiness grows or if any of
our product candidates is commercialized. We mayaable to maintain or increase insurance coeeah@ reasonable cost or in an
amount adequate to satisfy any liability that magea

Our employees may engage in misconduct or otherroger activities, including noncompliance with re¢atory standards and
requirements and insider trading.

We are exposed to the risk of employee fraud ceratisconduct. Misconduct by employees could incintentional failures
to comply with FDA regulations, to provide accurat®rmation to the FDA, to comply with manufactgistandards we have
established, to comply with federal and state heate fraud and abuse laws and regulations, @port financial information or data
accurately or disclose unauthorized activitiesgoln particular, sales, marketing and businessgements in the healthcare industry
are subject to extensive laws and regulations dedro prevent fraud, misconduct, kickbacks, séffaling and other abusive practices.
These laws and regulations may restrict or prolaibiide range of pricing, discounting, marketing @anomotion, sales commission,
customer
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incentive programs and other business arrangentemigloyee misconduct could also involve the imprape of information obtained
in the course of clinical trials, which could retsnl regulatory sanctions and serious harm to eputation. We have adopted a Code of
Business Conduct and Ethics, but it is not alwayssible to identify and deter employee miscondarmd, the precautions we take to
detect and prevent this activity may not be effextn controlling unknown or unmanaged risks oséssor in protecting us from
governmental investigations or other actions omslaitg stemming from a failure to be in compliandg#hwsuch laws or regulations. If
any such actions are instituted against us, andrevaot successful in defending ourselves or asgestr rights, those actions could
have a significant impact on our business, inclgdire imposition of significant fines or other stmes, and our reputation.

In addition, during the course of our operationsditectors, executives, and employees may havesado material, nonpublic
information regarding our business, our resultspErations, or potential transactions we are censsid. We may not be able to prevent
a director, executive, or employee from tradingim common stock on the basis of, or while haviogeas to, material, nonpublic
information. If a director, executive, or employeas to be investigated or an action was to be lroagainst a director, executive, or
employee for insider trading, it could have a negaimpact on our reputation and our stock priagcta claim, with or without merit,
could also result in substantial expendituresroétand money, and divert attention of our managéeteam from other tasks important
to the success of our business.

We may be vulnerable to disruption, damage and fing obligation as a result of system failures.

Despite the implementation of security measuregoéthe internal computer systems belonging toous,collaborators or our
third —party service providers are vulnerable to damag® ftomputer viruses, unauthorized access, natisadters, terrorism, war and
telecommunication and electrical failure. Any systilure, accident or security breach that cairsesruptions in our own, in
collaborators’ or in third-party service vendors’ operations could result maderial disruption of our drug discovery and depment

programs. For example, the loss of clinical trialedfrom completed or future clinical trials coudgbult in delays in our or our partners’
regulatory approval efforts and significantly inese our costs in order to recover or reproducéotalata. To the extent that any
disruption or security breach results in a losdamnage to our data or applications, or inappropudéclosure of confidential or
proprietary information, we may incur liability asresult, our drug discovery programs and competjibsition may be adversely
affected and the further development of our prodacdidates may be delayed. Furthermore, we may additional costs to remedy
the damages caused by these disruptions or sebueighes.

Our business involves the controlled use of hazardanaterials and as such we are subject to enviremtal and occupational safety
laws. Continued compliance with these laws may insubstantial costs and failure to maintain compfiae could result in liability
for damages that may exceed our resources.

Our research, manufacturing and development presgasad those of our thirgparty contractors and partners, involve the
controlled use of hazardous materials. We and @mufacturers are subject to federal, state and llawa and regulations governing the
use, manufacture, storage, handling and disposalaif materials and certain waste products. Ouatipas involve the use of
hazardous and flammable materials, including chalmiand biological materials. Our operations alsmlpce hazardous waste products.
The risk of accidental contamination or injury frdinese materials cannot be completely eliminatethé event of such an accident, we
could be held liable for any damages that resotf,any such liability could exceed our resources.ahé not insured against this type of
liability. We may be required to incur significagtsts to comply with environmental laws and regoitet in the future, and our
operations, business or assets may be materialbreely affected by current or future environmetgels or regulations or any liability
thereunder.

Risks Related to Ownership of Our Common Stock
The market price of our common stock is likely te bighly volatile, and you could lose all or part gour investment.

Prior to our recently completed initial public affeg, there was no public market for our commortlstd@ he trading price of
our common stock is likely to be volatile. Since ¢RO, the trading price of our common stock has
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ranged from a low of approximately $5.75 to a higlapproximately $19.50. Our stock price could bljsct to wide fluctuations in
response to a variety of factors, including théofeing:

« adverse results or delays in clinical tri¢

« inability to obtain additional funding

« any delay in filing a BLA for any of our productradidates and any adverse development or perceoestse

development with respect to the F's review of that BLA

» failure to successfully develop and commercialiaeroduct candidate

« changes in laws or regulations applicable to oadpcts;

« inability to obtain adequate product supply for ptwduct candidates, or the inability to do soceatable prices

« adverse regulatory decisior

« introduction of new products or technologies by competitors

. failure to meet or exceed product developmentr@rfcial projections we provide to the pub

« the perception of the pharmaceutical industry eyghblic, legislatures, regulators and the investrnemmunity;

« announcements of significant acquisitions, strategrtnerships, joint ventures or capital committaday us or ou

competitors

. diSpSteS or other developments relating to propmjetights, including patents, litigation matterslaur ability to obtail

patent protection for our technologi

« additions or departures of key scientific or mamaget personnel,

« significant lawsuits, including patent or stockhmiditigation;

« changes in the market valuations of similar comgs;

« sales of our common stock by us or our stockholutetise future; an

» trading volume of our common stock.

In addition, the stock market in general, and tA&SRAQ Global Market and biotechnology companiesartipular, have
experienced extreme price and volume fluctuatibas thave often been unrelated or disproportiorathe operating performance of
these companies. Broad market and industry factessnegatively affect the market price of our comrstock, regardless of our actual
operating performance.

In the past, securities class action litigation biésn been brought against a company followingelide in the market price of
its securities. This risk is especially relevantds because biopharmaceutical companies haveierped significant stock price
volatility in recent years. If we face such litigmt, it could result in substantial costs and a&dsion of management’s attention and
resources, which could harm our business.
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Our principal stockholders, directors and managentanwn a significant percentage of our stock and Mdk able to exert significant
control over matters subject to stockholder apprbva

Based on information available to us as of DecerBhe014 our executive officers, directors, 5%khmlders and their
affiliates beneficially owned, as a group, approdety 43.1 % of our voting stock. Further John t&ffSrd 1ll, one of our directors,
beneficially owns approximately 24.2% of our votistgck and his family members beneficially own apgmately an additional 10.3%
of our voting stock.

Therefore, our officers, directors and 5% stockbddand their affiliates, including Mr. Stafford IMiave the ability to
influence us through this ownership position antbsg as they continue to beneficially own a sigiifit amount of our outstanding
voting stock. These stockholders may be able terdete all matters requiring stockholder approvel this concentration of ownership
may deprive other stockholders from realizing tioe tvalue of our common stock. For example, thesekbolders, acting together, may
be able to control elections of directors, amendmehour organizational documents, or approvalrof merger, sale of assets, or other
major corporate transaction. This may prevent scalirage unsolicited acquisition proposals, offer®ur common stock or other
transactions or arrangements that you may belisvég/our best interest as one of our stockholders

We are an “emerging growth company,” and we canne tertain if the reduced reporting requirements digpble to emerging
growth companies will make our common stock lesisative to investors.

We are an “emerging growth company,” as definetthénJOBS Act. For as long as we continue to ber@rging growth
company, we may take advantage of exemptions framows reporting requirements that are applicablgther public companies that
are not “emerging growth companies,” including:

« not being required to comply with the auditor gt#ien requirements in the assessment of our iateontrol ovel
financial reporting
« not being required to comply with any requiremésatt tmay be adopted by the Public Company Accour@wersight
Board regarding mandatory audit firm rotation aupplement to the auditor’s report providing addiéil information
about the audit and the financial stateme
« reduced disclosure obligations regarding executbrapensation; an
« exemptions from the requirements of holding a niedinig advisory vote on executive compensation &adeholde
approval of any golden parachute payments not pusly approvec
We will remain an emerging growth company until #zelier of (1) December 31, 2018, (2) the lastafathe fiscal year (a)
in which we have total annual gross revenue céadtl $1 billion, or (b)) in which we are deemetleaa large accelerated filer, which

means the market value of our common stock thalid by non-affiliates exceeds $700 million as of the priord@dth, and (2) the
date on which we have issued more than $1 billiomon-convertible debt during the prior thregear period.

Under the JOBS Act, emerging growth companies tamdelay adopting new or revised accounting statgdantil such time
as those standards apply to private companies.alfe ilrevocably elected not to avail ourselveshisf €exemption from new or revised
accounting standards and, therefore, will be stitgethe same new or revised accounting standardsher public companies that are
not emerging growth companies.

We cannot predict if investors will find our commsiock less attractive because we are an emergivglycompany. If some

investors find our common stock less attractiva assult, there may be a less active trading méoketur common stock and our stock
price may be more volatile.

57



Table of Content
Raising additional funds through debt or equity fimcing may be dilutive or restrict our operationsid raising funds through
licensing may require us to relinquish rights to otechnology or product candidates.

To the extent that additional capital is raisedtgh the sale of equity or convertible debt se@githe issuance of those
securities could result in substantial dilution éarr current stockholders and the terms may incligglédation or other preferences that
adversely affect the rights of our current stockleo$. Existing stockholders may not agree withfmancing plans or the terms of such
financings. Moreover, the incurrence of debt finagatould result in a substantial portion of ourragpieg cash flow being dedicated to
the payment of principal and interest on such itetitiess and could impose restrictions on our apesatDebt financing and preferred
equity financing, if available, may involve agreartethat include covenants limiting or restrictmg ability to take specific actions,
such as incurring additional debt, making capikglemnditures or declaring dividends. In additionyé raise additional funds through
product development partnerships and licensinghgemnents, it may be necessary to relinquish patiéntialuable rights to our
products or proprietary technologies, or grantrigzs on terms that are not favorable to us. Ifneainable to obtain additional funding
on required timelines, we may be required to (Eksmllaborators for one or more of our productdidates at an earlier stage than
otherwise would be desirable or on terms thatese favorable than might otherwise be availablerglihquish or license on
unfavorable terms our rights to technologies odpot candidates that we otherwise would seek teldpvor commercialize ourselves;
or (3) significantly curtail one or more of our easch or development programs or cease operatimgether. Additional funding may
not be available to us on acceptable terms, dt.at a

The clinical development stage of our operationsyrmaake it difficult for you to evaluate the succesfour business to date and to
assess our future viability.

Our operations to date have been limited to orgagiand staffing our company, business planninigijma capital, developing
our proprietary XmAb technology platform, identifig potential product candidates, and conductinglimieal studies and clinical
trials. We have or are currently conducting ealgs® clinical trials for XmAb5871 and XmAb7195, batve not completed any late
stage clinical trials for th e s e or any otherdurct candidate. We have not yet demonstrated adlityab successfully complete any
pivotal clinical trials, obtain regulatory approsaimanufacture a commercial scale product, or geréor a third party to do so on our
behalf, or conduct sales and marketing activitiesessary for successful product commercializammsequently, any predictions you
make about our future success or viability mayh®oas accurate as they could be if we were fuettieanced in development of our
product candidates.

In addition, we may encounter unforeseen expeufisulties, complications, delays and other knoamd unknown factors.
We will need to transition at some point from a pamy with a research and development focus to @aayncapable of supporting
commercial activities. We may not be successfglich a transition.

We expect our financial condition and operatingittssto continue to fluctuate significantly fromagter to quarter and year to
year due to a variety of factors, many of whichlzgond our control. Accordingly, you should ndyrepon the results of any quarterly
or annual periods as indications of future opegagierformance.

We have identified material weakness and significaetficiencies in our internal control over financiaeporting. If our internal
control over financial reporting is not effectiveaye may not be able to accurately report our finaalciesults or file our periodic
reports in a timely manner, which may cause investto lose confidence in our reported financial infmation and may lead to a
decline in our stock price.

Effective internal control over financial reportirgnecessary for us to provide reliable finanmglorts in a timely manner. In
connection with the audit of our financial statetseior the year ended December 31, 2013, we coedltitht there were a material
weakness and significant deficiencies in our irdeoontrol over financial reporting. A material vkeass is a significant deficiency, or a
combination of significant deficiencies, in intekantrol over financial reporting such that ireasonably possible that a material
misstatement of the annual or interim financialesteents will not be prevented or detected on alyimasis. A significant deficiency is
a deficiency or combination of deficiencies in i@ control over financial reporting that is lesvere than a material weakness, yet
important enough to merit attention by those resitie for oversight of a company’s financial re gt
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The material weakness our independent registerelicpaccounting firm identified related to revermeeognition as it relates to
properly recording negotiated terms and conditiarsur product development partnerships and licaggeements and the
misapplication of GAAP with respect to the timinfgtioe recognition of revenue for such agreemertts. Significant deficiencies related

to adjustments to stockbased compensation and additional pardcapital, although the amounts were individualhd in the
aggregate not material.

To remediate our resource weakness and the signifaeficiencies, we have hired additional finaapd accounting personnel
to augment our accounting staff and to provide meseurces for complex GAAP accounting matterstefoediate our revenue
recognition weakness, we have reviewed our reveseggnition policies and procedures, hired persbnite experience with respect
to such policies and procedures and devoted additi@sources to our revenue recognition. We hadated our accounting policies
and the documentation of our procedures and engagetependent third party to review our polic@®cedures and our
documentation.

In addition, we will be required to expend sigrdiint time and resources to further improve our iitecontrols over financial
reporting, including by further expanding our ficarand accounting staff. If we fail to adequatédffour accounting and finance
function to address the additional demands thatoeiplaced upon us as a public company, incluthiegequirements of the
SarbanesOxley Act of 2002, or fail to maintain adequatesimial control over financial reporting, any newecurring material

weakness could prevent our management from comgualir internal control over financial reportingeffective and impair our ability
to prevent material misstatements in our finanstalements, which could cause our business torsuffe

Sales of a substantial number of shares of our coomstock by our existing stockholders in the pubfi@arket could cause our stock
price to fall.

If our existing stockholders sell, or indicate atention to sell, substantial amounts of our comstock in the public market,
the trading price of our common stock could declineaddition a substantial number of shares ofroom stock are subject to
outstanding options are or will become eligibledate in the public market to the extent permitigdhe provisions of various vesting
schedules. If these additional shares of commarkstee sold, or if it is perceived that they widl bold, in the public market, the trading
price of our common stock could decline.

The holders of 10, 149,071 shares of our commarkstr approximately 3 2 . 3 % of our total outstizng common stock as of
December 31, 2014, will be entitled to rights witlspect to the registration of their shares untieiSecurities Act. Registration of these
shares under the Securities Act would result irstires becoming freely tradable without restnictioder the Securities Act, except for
shares held by affiliates, as defined in Rule 1dden the Securities Act. Any sales of securitiesh®ge stockholders could have a
material adverse effect on the trading price ofaammon stock.

Future sales and issuances of our common stockights to purchase common stock, including pursudatour equity incentive
plans, could result in additional dilution of theqrcentage ownership of our stockholders and couddise our stock price to fall.

We expect that significant additional capital viaé needed in the future to continue our plannedatipes. To the extent we
raise additional capital by issuing equity secesitiour stockholders may experience substantistiatl. We may sell common stock,
convertible securities or other equity securitieeme or more transactions at prices and in a nmamaeletermine from time to time. If
we sell common stock, convertible securities oepquity securities in more than one transactiorgstors may be materially diluted
by subsequent sales. These sales may also resudit@rial dilution to our existing stockholdersdarew investors could gain rights
superior to our existing stockholders.

Pursuant to our 2013 equity incentive plan (20E:hplour management is authorized to grant stotikrepand other
equity-based awards to our employees, directors and danssill The number of shares available for futuesgunder the 2013 plan

will automatically increase each year by 4% ofshlires of our capital stock outstanding as of Déeer81 of the prior calendar year,
subject to the ability of our Board of Directorstédke action to reduce the size of the increasayngiven year. Generally, we plan to
register the increased number of shares availablissuance under the 2013 plan each year. If oardof Directors elects to increase
the number of shares available for future grant
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by the maximum amount each year, our stockholdessemperience additional dilution, which could aaosir stock price to fall.

Our ability to use our net operating loss carryfoands and certain other tax attributes may be lindte

Under Section 382 of the Internal Revenue Codé861as amended, if a corporation undergoes anémhip change,”
generally defined as a greater than 50% changedlog) in its equity ownership over a thregear period, the corporation’s ability to

use its pre-change net operating loss carryforwards and otteerghange tax attributes (such as research tax créalitsfset its

post-change income may be limited. Upon analysis, weebelthat we triggered “ownership change” and airaperating loss and tax

credit carryforwards have been limited as a re3iié limitation of our tax credits and our net @iy loss carryforwards could
potentially result in increased future tax lialilib us.

We may also experience ownership changes in thegfais a result of future offerings and other sgbset shifts in our stock
ownership. As a result, if we earn net taxable inepour ability to use our prechange net operating loss carryforwards to offsetdd
States federal taxable income may be subject fitaliions, which could potentially result in incredsfuture tax liability to us.

We do not intend to pay dividends on our common ktsc any returns will be limited to the value of ostock.

We have never declared or paid any cash dividermlocommon stock. We currently anticipate thatwileretain future
earnings for the development, operation and exparafiour business and do not anticipate declairaying any cash dividends for
the foreseeable future. Any return to stockholdelistherefore be limited to the appreciation oéthstock.

Provisions in our amended and restated certificateincorporation and bylaws, as well as provisioosDelaware law, could make it
more difficult for a third party to acquire us omicrease the cost of acquiring us, even if doingvgould benefit our stockholders or
remove our current management.

Some provisions of our charter documents and Dekl@av may have antitakeover effects that could discourage an

acquisition of us by others, even if an acquisitiaould be beneficial to our stockholders and mawent attempts by our stockholders
to replace or remove our current management. Tiresasions include:

« authorizing the issuance “blank chec” preferred stock, the terms of which may be estiablisand shares of which m
be issued without stockholder appro:
« prohibiting stockholder action by written consehgreby requiring all stockholder actions to beetakit a meeting of ol
stockholders
« eliminating the ability of stockholders to call gesial meeting of stockholders; a
« establishing advance notice requirements for notioins for election to the board of directors or fooposing matters th
can be acted upon at stockholder meeti
These provisions may frustrate or prevent any giterny our stockholders to replace or remove otrecti management by
making it more difficult for stockholders to reptamembers of our Board of Directors, which is resiue for appointing the members
of our management. In addition, we are subjectiti8n 203 of the Delaware General Corporation hatich generally prohibits a
Delaware corporation from engaging in any of a dn@nge of business combinations with an interestieckholder for a period of
three years following the date on which the stodddsobecame an interested stockholder, unlesstsaickactions are approved by our
Board of Directors. This provision could have tifiee of delaying or preventing a change of contwdhether or not it is desired by or
beneficial to our stockholders. Further, other Bimns of Delaware law may also discourage, detgyrevent someone from acquiring
us or merging with us. Any provision of our cedifte of incorporation or bylaws or Delaware lawt thes the
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effect of delaying or deterring a change in contaild limit the opportunity for our stockholdetsreceive a premium for their shares
of our common stock, and could also affect theepti@t some investors are willing to pay for oumawon stock.

Requirements associated with being a public repogtcompany will continue to increase our costs sigrantly, as well as divert
significant company resources and management atiemt

We have only been subject to the reporting requergsiof the Exchange Act and the other rules agalagons of the
Securities and Exchange Commission (SEC) sincerbleee2013. We are working with our legal, independecounting, and
financial advisors to identify those areas in whitlanges should be made to our financial and mamagecontrol systems to manage
our growth and our obligations as a public repgriompany. These areas include corporate governeoigmrate control, disclosure
controls and procedures, and financial reportirdyastounting systems. We have made, and will coetin make, changes in these and
other areas. Compliance with the various reporing other requirements applicable to public repgriompanies will require
considerable time, attention of management, arahfiral resources. In addition, the changes we mralgenot be sufficient to allow us
to satisfy our obligations as a public reportingnpany on a timely basis

Further, the listing requirements of The NASDAQ kdbMarket require that we satisfy certain corpogateernance
requirements relating to director independencétibliging annual and interim reports, stockholdertings, approvals and voting,
soliciting proxies, conflicts of interest and a easf conduct. Our management and other personfiegiedd to devote a substantial
amount of time to ensure that we comply with alttefse requirements. Moreover, the reporting reqerds, rules and regulations will
increase our legal and financial compliance castbveill make some activities more timeonsuming and costly. These reporting
requirements, rules and regulations, coupled vaghiicrease in potential litigation exposure asgedi with being a public company,
could also make it more difficult for us to attractd retain qualified persons to serve on our bo&directors or board committees or to
serve as executive officers, or to obtain certgies of insurance, including directors’ and off&énsurance, on acceptable terms.

In addition, being a public company could make @rendifficult or more costly for us to obtain centéypes of insurance,
including directors’ and officers’ liability insunge, and we may be forced to accept reduced platiits and coverage or incur
substantially higher costs to obtain the sameroilai coverage. The impact of these events codld mlake it more difficult for us to
attract and retain qualified persons to serve arboard of directors, our board committees or a&cetive officers.

Any changes we make to comply with these obligatimay not be sufficient to allow us to satisfy obligations as a public
company on a timely basis, or at all.

Item 1 B. Unresolved Staff Comments.

Not applicable.

Iltem 2. Properties .

Our principal laboratory and administrative fa@ are located in Monrovia, California, which isdted in the greater Los
Angeles region. We currently lease approximatel@@ square feet of laboratory and office spaddanrovia, California under a lease
that expires June 2020, subject to our right temctfor an additional five years at then marketgaln addition we lease office space in
San Diego, California. We believe that our exisfiaglities are adequate to meet our current nesu$ that suitable additional
alternative spaces will be available in the futbmecommercially reasonable terms.

Item 3. Legal Proceedings .

None.
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Item 4. Mine Safety Disclosures .

Not applicable.
PART | |
Iltem 5. Market for Registrant’'s Common Equit y, Related Stockholder Matters and Issuer Purchases &quity Securities
Market Information
Our common stock began trading on The NASDAQ Glabhatket on December 3, 2013 under the symbol “XNCRibr to
such time, there was no public market for our comstock. The following table sets forth the higll dow sales prices per share of our
common stock as reported on The NASDAQ Global Mafdeethe period indicated. On February 6, 2015,dlosing price for our

common stock as reported on the NASDAQ Global $etecket was $ 15.03 . The following table setshftihe high and low sales
prices per share of our common stock as reportedeNASDAQ Global Select market for the perioddicated .

Price Range
High Low

Year Ended December 31, 201

Fourth Quarte $ 1765 $ 9.00

Third Quartel 11.92 9.06

Second Quarte 12.01 7.82

First Quartel 14.41 7.70
Year Ended December 31, 201

Fourth Quarter (commencing December 3, 2( $ 1090 $ 5.75

Holders of Record

As of February 6 , 2015 , we had 31, 472,763 shafreemmon stock outstanding held by approximasdl¢ stockholders of
record. The actual number of stockholders is grebagn this number of record holders, and incligteskholders who are beneficial
owners, but whose shares are held in street narbeokgrs and other nominees. This number of holoferscord also does not include
stockholders whose shares may be held in trusth®r entities.

Dividend Policy

We have never declared or paid any cash dividenasiocommon stock. We currently intend to retdlimeailable funds and
any future earnings to support our operations arah€e the growth and development of our busin&gsdo not intend to pay cash
dividends on our common stock for the foreseealileé. Any future determination related to our dend policy will be made at the
discretion of our board of directors and will degerpon, among other factors, our results of opamatifinancial condition, capital
requirements, contractual restrictions, businessg@cts and other factors our board of directorg deam relevant.
Securities Authorized for Issuance Under Equity Corpensation Plans

Information about our equity compensation plariaésrporated herein by reference to Item 12 of Radf this Annual
Report.

Performance Graph

The following graph shows a comparison from Decan®)@013 (the date our common stock commenceéhgazh The
NASDAQ Global Market) through December 31, 2014haf tumulative total return for our common
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stock, the NASDAQ Biotechnology Index (NBI) and tR&SDAQ Composite Index (CCMP). The graph assumesitial investment

of $100 on December 3, 2013 and assumes reinvesthtre full amount of all dividends, if any. Themparisons in the graph are not
intended to forecast or be indicative of possibteife performance of our common stock.

The performance graph shall not be deemed to be ingoorated by reference by means of any general seent
incorporating by reference this Form 10-K into any filing under the Securities Act of 1933as amended or the Exchange Act,

except to the extent that we specifically incorport@ such information by reference, and shall not oterwise be deemed filed under
such acts.

Recent Sales of Unregistered Securities

There were no sales of unregistered securitiemgduine year ended December 31, 2014.

Use of Proceeds

On December 2, 2013, we commenced our initial putffiering pursuant to a registration statemenform S-1 (File

No. 333-191689) that was declared effective by the SEC eceihber 3, 2013 and that registered an aggregat@&39,500 shares of

our common stock for sale to the public at a poic®5.50 per share and an aggregate offering pfi§80,517,250. The net offering
proceeds to us, after deducting underwriting dist®and commissions and offering costs, were apmately $72.5 million

As of December 31, 2014, we have invested the noeepds from our Initial Public Offering and thencarrent private
placement in, interestbearing accounts. We have used and intend to eentmuse the net proceeds of our initial publferafig to

fund the clinical development of XmAb5871 and XmAB3 , the preclinical development of XmAb1404fduct candidate

discovery, technology development, patent proseouctivities, working capital and other generapooate purposes. The amounts and
timing of our actual expenditures depend on nunefactors, including the ongoing status of andlte$tom clinical trials and other
studies, as well as any strategic partnershipsabahay enter into with third parties for our dieandidates and any unforeseen cash
needs. As a result, our management will retainddiscretion over the allocation of the net proseiedm our IPO and the concurrent
private placement and could spend the proceedsys that do not improve our results of operatiansninance the value of our stock.

Purchases of Equity Securities by the Issuer and Aliated Purchasers

None.
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Item 6. Selected Financial Data .

The selected financial data set forth below isdifrom our audited financial statements and natybe indicative of future
operating results. The following selected finandata should be read in conjunction with the finahstatements and notes thereto and
Iltem 7, “Management’s Discussion and Analysis aidficial Condition and Results of Operations” inahadelsewhere in this Annual
Report. The selected financial data in this sectimnot intended to replace our financial statetseand the related notes. Our
historical results are not necessarily indicativieoar future results. Amounts are in thousandsepkper share amounts.

Year Ended
December 31
2014 2013 2012 2011
Statement of Operations Data
Revenue! $ 9,520 $ 10,172 $ 9,524 $ 6,849
Operating expense
Research and developme 18,516 17,000 12,668 12,663
General and administratiy 7,461 3,692 3,086 3,638
Total operating expens 25,977 20,692 15,754 16,301
Loss from operation (16,457 (20,520 (6,230 (9,452
Other income (expense
Interest incom« 33 14 11 34
Interest expens 9 (1,213 (2,461 (1,850
Other income 11 16 86 65
Loss on settlement of convertible promissory n¢ig: — (48,556 — —
Total other income (expenses), 35 (49,739 (2,364 (1,751
Net loss (16,422 (60,259 (8,594 (11,203
Net deemed contribution on exchange and sale éénpeel stock (2 — 144,765 — —
Net income (loss) per share attributable to comstookholders (3) $ (16422 % 84,506 $ (8,594 $ (11,203
Basic $ 052 $ 34.18 $ (118.86 $ (154.95
Diluted $ 052 $ (3.85 $ (118.86 $ (154.95
Weighted average shares of common stock used ipuwtimg net
income (loss) per share attributable to commorksimiders:
Basic 31,390,631 2,472,581 72,302 72,302
Diluted 31,390,631 15,645,78¢ 72,302 72,302
QD See NotelOto our Annual Financial Statements appearing elsesvim this document for a description of the aijest to ne
loss resulting from exchange of convertible notegpfeferred stock
2) See Notel0to our Annual Financial Statements appearing elsesvim this document for a description of the des
contribution on exchange and sale of preferrecks
3) See Note 1 to our Annual Financial Statements apmealsewhere in this document for a descriptibthe method used 1

calculate basic and diluted loss per common sl
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As of December 31
(in thousands)

2014 2013 2012 2011

Balance Sheet Data

Cash and cash equivalel $ 54,649 $ 77,975 $ 2312 $ 14,537
Working capital 51,553 70,615 (22,640 (11,550
Patents, licenses, and other intangible asset 9,116 8,814 8,460 7,250
Total asset 67,823 87,315 11,659 22,374
Deferred revenue, less current port 2,337 6,302 5,672 7,114
Convertible preferred stoc — — 146,766 146,76€
Total stockholder equity (deficit) $ 59,290 $ 73,533 $ (166,268 $ (157,703

Iltem 7. Management's Discussion and Analysis ofirancial Condition and Results of Operations.

You should read the following discussion and anslggether with “Item 6. Selected Financial Datafid our financial
statements and related notes included elsewhedtresrAnnual Report. The following discussion camtdbrward-looking statements

that involve risks and uncertainties. Our actuauks could differ materially from those expreseednplied in any forward-looking
statements as a result of various factors, inclgdhose set forth under the caption “Iltem 1A. Fisktors.”

Overview

We are a clinicalstage biopharmaceutical company focused on distmyand developing engineered monoclonal antibodies
to treat severe and lifehreatening diseases with unmet medical needs.d3&'@ur proprietary XmAb technology platform to ¢eea

next-generation antibody product candidates designée#b autoimmune and allergic diseases, canceotdued conditions. In contrast
to conventional approaches to antibody design, lwfdcus on the portion of antibodies that intexaith target antigens, we focus on
the portion of the antibody that interacts with tiplé segments of the immune system. This portieferred to as the Fc domain, is
constant and interchangeable among antibodiese@gineered Fc domains, the XmAb technology, careadily substituted for natural
Fc domains. We believe our Fc domains enhanceatiperformance by, for example, increasing imminhéitory activity,

improving cytotoxicity or extending circulating fiallife, while maintaining 99.5 % identity in strucauand sequence to natural

antibodies. By improving over natural antibody ftioe, we believe that our XmAbengineered antibodies offer innovative approaches
to treating disease and potential clinical advaedganyer other treatments.

Our business strategy is based on the plugd-play nature of the XmAb technology platform to nmfgdeatures of natural
antibodies and create numerous differentiated adilproduct candidates. We have internally gendrateipeline that has allowed us to
selectively partner certain development programigewhaintaining full ownership of other programse\lso have a number of
technology licenses under which we have licenseithAb technology platform to pharmaceutical amatdéthnology companies for
use in a limited number of programs, providing ripldt revenue streams that require no further ressuirom Xencor. There are
currently eight a ntibody product candidates inichl trials that have been engineered with XmAihtelogy, including six candidates
being advanced by licensees and development parter have several U.S. patents and U.S. patelicatigns, in addition to foreign
counterparts, on file to protect our XmAb techngigdatform.

We were founded in 1997 based on protein engingéeichnology developed by our efbunders Bassil Dahiyat, Ph.D. and

Stephen Mayo, Ph.D. at the California Institute e€finology. We began our first therapeutic monodlantibody engineering and
discovery programs in 2002 and entered into oat KmAb technology license in 2004.
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We have no products approved for commercial sadehane not generated any revenues from product,sate we continue to
incur significant research and development expeasdother expenses related to our ongoing opegatio date, we have funded our
operations primarily through the sale of commomlstand convertible preferred stock, the sale ofvediible promissory notes and
payments generated from our product developmeimgahip and licensing arrangements.

We have incurred losses in each year since oupiiace Our net losses were $16.4 million, $60.3iorland $8.6 million for
years ended December 31, 2014, 2013 and 2012 ctashe As of December 31, 2014, we had an accatedldeficit of
$244.0 million. Substantially all of our operatilogses resulted from expenses incurred in conneutith our product candidate
development programs, our research activities aneigl and administrative costs associated wittoparations, as well, as a
$48.6 million loss incurred in 2013 related to se¢tlement of convertible promissory notes.

We expect to continue to incur significant experesgsincreasing operating losses for at least ¢éié several years. In the near
term, we anticipate that our expenses will incressee:

« continue clinical development of our XmAb5871 pragrwhich will require expenditures for clinicaldis and toxicolog
studies to support the clinical trials, includimg tmanufacture of additional supply of the prodizstdidate

« continue development of our XmAb7195 program, whigthrequire expenditures for clinical trials atakicology studie:
to support the clinical trials, including the maacture of additional supply of the product candid

« continued development of our XmAb14045 program,clvhwill require expenditures for IND enabling toxiegy studies
manufacturing and testing, regulatory and developroests related to an IND filing, and clinicabls;

* continue research expenditures in developing amdraiing our pre-clinical programs and investing in improving our

antibody discovery platform and technologies;
« provide general and administrative support forapgrations
Key Company Milestones

XmAb5871.In December 2010, we entered into a Collaboradimh Option Agreement (Collaboration Agreement) withgen
for an option for the acquisition by Amgen of exgle rights to our XmAb5871 product candidate. bidDer 2014, pursuant to a
request by us, Amgen agreed to terminate the Cuotdion Agreement for convenience, provided we igifaem a right of first
negotiation (* ROFN ") to obtain an exclusive licento develop and commercialize any future XmAb5&oHuct.

In October 2014 , we announced that we are notragnt development of XmAb5871 in rheumatoid attbr{* RA ") and are
pursuing development of XmAb5871 initially in Ig@dlated diseases and potentially other autoimmiseades. We plan to start a
clinical trial with XmAb5871 in IgG4-related diseam 2015. IgG4-related disease is a rare fibr@mmatory autoimmune disorder
that impacts approximately 10,000-20,000 patiemthé United States , based on the incidence egtarted in Japan . IgG4-related
disease affects multiple organ systems and weuaelgecharacterized by the distinct microscopicespance of disease organs,
including dense presence of IgG4-positive plasntia tieat is required for diagnosis. This objectiliagnostic criterion is atypical for
autoimmune diseases and offers advantages foraetuidentifying patients. There are currentlyapproved therapies for this newly
recognized disorder and corticosteroids are theentistandard of care. In January 2015, we annalutieeclinical trial results of our
Phase 1b/2a trail for XmAb5871.
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XmAb7195.We initiated the Phase 1 clinical trial for our Xbv195 program in May 2014. We announced interimicdil
data from this trial in January 2015. Further, wanpon initiating a Phase 1b clinical trial of XmA5 in healthy volunteers and in
patients with mild-to-moderate asthma in 2015.

XmAb5574/MOR208MorphoSys initiated a Phase 2 clinical trial wtlnAb5574/MOR208 in May 2013, treating patients
with non-Hodgkin lymphoma (NHL) and a second Phase 2 clinied in April 2013 to treat patients with acuyenphoblastic
leukemia (ALL). In conjunction with the initiatioof these trials, we received two milestone paymtaitding $3.0 million. In addition,
an investigatorsponsored trial in CLL in combination with lenalidwe began in January 2014 . For more informatioour

agreement with MorphoSys, see the section entitl@dliaboration Agreements and Technology Licendegjinning on page 24 of this
Annual Report.

Licensing PartnershipaVe currently have eight licensing partnershipsfierlicensing of our XmAb technology. These
arrangements provide research funding, upfront gaysnand annual licensing fees in addition to g@tkemilestones and contractual
payments as our partners advance compounds tleporate our technology into clinical developméntthe first quarter of 2014,
Merck initiated a Phase 1 clinical trial with an isalosed product with our Fc optimization techngleghich triggered a milestone
payment. In the third quarter of 2014, Alexionietiéd a Phase 1 clinical trial with an undisclopestuct incorporating our Xtend
technology. In December 2014, we announced asgaollaboration with Novo Nordisk to jointly aisver novel biologic drug
candidates for an undisclosed target by combinintliple Xencor XmAb technologies. There are curyesix compounds in clinical
development from our partners that have incorpdrate XmAb technology.

Bispecific program.We continue to advance our pipeline based on bisp&c antibodies, which allow us to create npléi-
antigen targeting molecules. By using an Fc doraaian integral part of the molecule, we maintainativantages of natural antibody
features, including potentially enabling it to iathalf-life, simplify manufacturing and modulatetpncy to reduce toxicity. In the first
quarter of 2014, we presented data featuring ouelrepproach for recruiting cytotoxic T cells agditumors using novel XmAb
heterodimeric Fc domains.

We have initiated preclinical pharmacology studied also started manufacturing cell line develogrf@rour first bispecific
drug candidates. We have produced preclinical ciatelitargeting: (i) CD3 and CD38 for use in muétiplyeloma, (i) CD3 and CD123
for use in acute myeloid leukemia, and (iii) CD21&D20 for use in B-cell cancers. In the third gelaof 2014, we designated a
preclinical candidate targeting CD3 x CD123, nowigeated XmAb14045, as our lead bispecific develapneandidate. We have also
entered into an agreement with KBI Biopharma (“KBB begin production of XmAb14045 and we alsorigtéo conduct IND-
enabling studies o f XmAb14045 in 2015.

Preferred Stock Financing and Note Conversion Agye.From our inception in 1998 through 2007, we conguleéhe sale of
five rounds of convertible preferred stock for tqteoceeds of $146.8 million. In 2009 and 2010,sek a total of $15.1 million of
convertible promissory notes (the Notes) to ousting preferred stockholders. The Notes were angendenultiple occasions in 2011,
2012 and 2013 to subsequently extend the matuaiy  March 31, 2013, April 15, 2013 and finallydtme 15, 2013.

In June 2013, our Board of Directors and the reguilders of the Notes and requisite preferredidtolders agreed to a
series of transactions to exchange the Notes astirexPreferred Series AE for a new class of preferred stock, the Seried A
convertible preferred stock, and also authorizedstie of up to $10.0 million of Series-A convertible preferred stock to existing
stockholders. The transaction was completed iridth@ving steps:

* an exchange of the outstanding principal due omMNittes for shares of Series-A convertible preferred stock and
cancellation of the accrued and unpaid interesetre

* an exchange of the current outstanding shareseféffed Series A E for Series A-1 convertible preferred stock
pursuant

* the sale of an additional $7.6 million in Series Aconvertible preferred stock to existing stockleosdthat closed in June
2013;
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* the conversion of certain shares of SerieslAconvertible preferred stock into shares of Sekie® convertible preferred
stock at a conversion rate of 1 for 3; ¢
* the sale of an additional $2.4 million in Series Aconvertible preferred stock to existing stockleoddthat closed in

September 201:
Subsequent to approval of the Financing by our @o&Directors, the requisite stockholders and adf the Notes also
approved this series of transactions.

The total outstanding principal due on the Notesfakine 13, 2013 was exchanged for 45,902,32EslwdrSeries A1
convertible preferred stock, 5,303,597 of whichevenbsequently converted into 1,766,097 sharesridsSA-2 convertible preferred
stock. We determined that the per share fair vafube shares of Series-A convertible preferred stock issued under the Note
Conversion Agreement was $1.54 and the total firevof the shares of Series-A convertible preferred stock was $70.7 million and

we recognized a loss on the exchange of $48.6amiftir the difference in the fair value of the sisaof Series A1 convertible

preferred stock and the carrying value of the Natesf June 13, 2013. The $48.6 million loss i®rial on our Statement of Operations
as a Loss on Settlement of Notes as an Other Eggenthe twelve months ended December 31, 20180dated transaction costs of
$41,000 related to the exchange were expensed.

The outstanding shares of Preferred SeriesEAwere exchanged for 1,977,137 shares of Seriek éonvertible preferred
stock, 257,409 of which were subsequently conveartd85,717 shares of Series-& convertible preferred stock. We determined the
fair value of the shares of Series-A convertible preferred stock issued to be $3.0anikand we recorded a deemed contribution to

equity of $140.6 million (net of original issuanoests of $3.0 million) equal to the differencetie fair value of the shares issued and
the carrying value of the existing shares of PreféSeries A- E.

On June 26, 2013 we sold 5,586,510 additional shafr8eries A-1 convertible preferred stock to existing stockleotdfor
gross proceeds of $7.6 million at a purchase i&i.36 per share. We determined that the fairevaf the shares sold to be
$8.6 million and we recorded a deemed dividend1o® $nillion for the difference in the sales priddtee Series A-1 convertible
preferred stock and the fair value of the sharbe. §40,000 of transaction costs related to thevgaterecorded against Additional
Paid-in Capital.

We determined that the fair value of the Serieslfand Series A2 convertible preferred stock as of June 26, 2048 $1.54
and $0.58, respectively.

On September 23, 2013 we sold 1,766,430 additsimaies of Series Al convertible preferred stock for gross proceeds of

$2.4 million at a purchase price of $1.36 per shafe determined the fair value of the shares ofeSek-1 convertible preferred stock
sold to be $4.7 million, based on a per sharevidire of $2.69, and we recorded a deemed dividés&.8 million for the difference in
the sales price of the Series-A convertible preferred stock and the fair valu¢hefshares. Transaction costs of $34,000 relatéukt

sale were recorded against Additional Pdid Capital.

The Series A-1 convertible preferred stock and Series2\convertible preferred stock were convertible sttares of

common stock on a 3.1 for 1 basis. All of the anding Series A1 convertible preferred stock and Series2\convertible preferred
stock automatically converted into common stocketff’e as of the effectiveness of the registrasimtement.

On November 1, 2013, our board of directors and¢heisite holders of our voting stock authorizeel filing of a certificate of
amendment to our amended and restated certifi¢ateaporation for the purposes of effecting a 3fdr -1 reverse split of the
common stock. The certificate of amendment wasl file November 1, 2013 and the stock split becafieetafe as of that date.

On December 3, 2013, our registration statemerfiam S-1 related to our Initial Public Offering becameeetive and

49,671,392 shares of Series-A preferred stock converted into 16,022,915 shairesmmon stock and 1,851,814 shares of Serieg A
preferred stock converted into 597,359 shares wingcon stock.
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Financial Operations Overview

Revenues

To date, we have not generated any revenues frodupt sales and do not expect to do so for theséa@ble future. Revenues
to date have been generated primarily from ourareteand product development partnerships and démiw licensing agreements.
Since our inception through December 31, 2014, aweyenerated $74.6 million in revenues under atious product development
partnership and technology license arrangement@r&leof our product development partnership actirielogy license agreements
provide us the opportunity to earn future milestpagments, royalties on product sales and optiencése payments. However, receipt
of future milestone payments and royalties fromanilaborators and receipt of option payments atentolly within our control, and
the parties to our product development partnersdmpslicense agreements have the right to caneglglograms without any future
payments to us. Even if we receive future milessonayalties and option payments, these paymetitsatibe sufficient to fund our
operations in the near term and there is no asseittat we will generate any future revenues fromexisting product development
partnerships and license agreements. We may alsgenerate any product revenue from our existimdoell development programs or
any of our preclinical development programs, asnay never succeed in obtaining regulatory approvabmmercializing any of these
programs.

Summary of Collaboration and Licensing Revenue bariher

The following is a comparison of collaboration divensing revenue for the years ended Decembe2(®1H, 2013 and 2012
(in millions):

Year Ended
December 31
2014 2013 2012

Amgen $ 6.9 $ 2.2 $ 1.8
MorphoSys — 3.0 2.0
Janssel = — 1.4
Merck 0.6 1.0 —
Alexion 1.0 0.9 —
CSL 0.7 2.9 1.8
B — — 1.2
Other 0.3 0.2 1.3
Total $ 9.5 $ 10.2 $ 9.5

Research and Development Expenses

Research and development expenses consist priroasblaries, benefits, stoelbased compensation and related personnel

costs, supplies, facility costs and preclinicatitescosts , clinical trial costs and fees pai@xternal service providers. External service
providers include contract research organizati@®@) and contract manufacturing organizations (CGonduct clinical trials,
manufacturing and process development, BDabling toxicology testing and formulation of atial drug supplies. We expense
research and development expenses as incurredctard for nonrefundable advance payments for gaadsservices that will be
used in future research and development actidsesxpense when the service has been performeldeor tive goods have been
received. We estimate preclinical study and cliniéal expenses based on the services performexupnt to the contracts with research
institutions and clinical research organizatioret tonduct and manage preclinical studies andcelitiials on our behalf based on the
actual time and expenses incurred by them. We a@xpenses related to clinical trials based oetved of patient enrollment and
activity according to the related agreement. Weitnopatient enroliment levels and related actitdythe extent reasonably possible
and adjust estimates accordingly. Our estimatetiratal trial expense have fluctuated on a pertml-period basis due to changes in
the stage of the clinical trials and patient emnelht levels. We expect to experience a continuattem of fluctuations in clinical trial
expenses as current clinical trials are completebes we initiate the next stage of clinical tridle date, we have not experienced
significant differences between our periodic estenaf clinical trial expense and the actual costarred. We expect changes in future
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clinical trial expenses to be driven by changeseirvice provider costs and changes in clinicalestagl patient enrollment. We have
incurred a total of $210.8 million in research aedelopment expenses from inception through DeceBthe2014.

At this time, due to the risks inherent in the idah development process and the early stage oflevelopment programs, we
are unable to estimate with any certainty the oastsvill incur in the continued development of XnmB8¥1 and XmAb7195 or
XmAb14045 or any of our other preclinical developringrograms. We expect that our research and davelot expenses may increase
over spending levels in recent years if we areessfal in advancing XmAb5871, XmAb7195, XmAb1404%oy of our other
preclinical programs into advanced stages of dindevelopment. The process of conducting precirgtudies and clinical trials
necessary to obtain regulatory approval is costtytame-consuming. We or our partners may never succeadhieving marketing
approval for any of our product candidates. Numeifaators may affect the probability of successefach product candidate, including
preclinical data, clinical data, competition, maaaifiring capability, approval by regulatory autties and commercial viability.

Our research and development operations are cattlsath that design, management and evaluati@solts of all of our
research and development is performed internalylevthe execution of certain phases of our reseand development programs, such
as toxicology studies in accordance with Good Latwyy Practices (GLP), and manufacturing in acaaedawith current Good
Manufacturing Practices (cGMP), is accomplished uSiR®s and CMOs. We account for research and develoipoosts on a

program-by —program basis except in the early stages of relseard discovery, when costs are often devotedetatifying preclinical

candidates and improving our discovery platform gaathnologies, which are not necessarily allocabhke specific development
program. We assign costs for such activities tordisprojects for preclinical pipeline developmeamid new technologies. We allocate

research management, overhead, commonly used fabyosapplies and equipment, and facility costeldasn the number of fulitime
research personnel allocated to each program.

The following is a comparison of research and dgwelent expenses for the years ended December 84, 2013 and 2012
(in millions):

Years Ended
December 31

2014 2013 2012
Product programs:
XmAb5871 $ 41 $ 77 $ 5.1
XmAb7195 55 5.9 2.6
XmAb5574/MOR20¢ — 0.4 1.5
Bispecific 5.1 — —
Other 3.8 3.4 3.5
Total research and development expens: $ 185 $ 170 § 127

We initiated a Phase 1b/2a clinical trial of XmA@38n January 2013 and announced data relatedsttriéd in January 2015.
We expect to initiate a Phase 2 pilot clinicalltabXmAb5871 in IgG4-RD in 2015. We initiated ad&e 1a trial of XmAb7195 in the
first half of 2014 and announced interim data inuzay 2015 from the trial. We e xpect to initiatBlease 1b tr i a | of XmAb7195 in
asthma in 2015. We are currently in early develagno&our XmAb14045 program and expect to inititN® enabling toxicology
studies for the program in 2015. All of our othengrams are in preclinical development or are beiexgeloped by licensees or
collaborators. The successful development of otneat and future product candidates is highly utaerand may not result in
approved products. Completion dates and completists can vary significantly for each product cdat# and are difficult to predict
for each candidate. Given the uncertainty assatiatth clinical trial enrollment rates and the gskherent in the development process,
we are unable to determine the duration and coioplebsts of the current or future clinical trialsour product candidates or if, or to
what extent, we will generate revenues from theroengialization and sale of any of our product ceat#is. We anticipate we will need
to raise additional capital or may seek additiggaatnerships in the future in order to completedbeelopment and commercialization
of our product candidates.
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General and Administrative Expenses

General and administrative expenses consist piiyrafrsalaries and related benefits, including ktebbased compensation

related to our executive, finance, business devedop and support functions. Other general and adtrative expenses include rent
and utilities, travel expenses and professiona feeauditing, tax and legal services. We expeat general and administrative
expenses may increase in the future as we advamaegelopment programs further. In addition, gahend administrative costs are

expected to reflect increased costs associatedonithecoming a public reporting company. We haeerired $2.4 million onetime

costs in 2013 associated with our Initial Publi¢e€ifg, consisting primarily of legal, accountingdaunderwriter fees which have been
netted against IPO proceeds.

Other Income (Expense), Net

For the year ended December 31, 2014, other in¢erpeense), net consists primarily of interest espeand interest income.
For the year ended December 31, 2013 other incerpe(ise), net consisted primarily of interest expencurred on our convertible
promissory notes issued in 2009 and 2010, intémestne and miscellaneous gains and losses on lhefsexcess equipment and a loss
of $48.6 million we recognized on the exchangehefdonvertible notes for preferred stock as desdrfbrther in Note 2 to our audited

financial statements included elsewhere in thisuahiReport on Form 16K.

Critical Accounting Policies Significant Judgmentsand Estimates

Our management’s discussion and analysis of oanéiial condition and results of operations is basedur financial
statements, which have been prepared in accordetitaccounting principles generally accepted m thited States (GAAP). The
preparation of our financial statements in conféymiith GAAP requires our management to make esésiand assumptions that affect
the amounts and disclosures reported in the fiahstatements and accompanying notes. Actual sesoitld differ materially from

those estimates. Our management believes judgsentdlved in determining revenue recognition, finie value-based measurement
of stock-based compensation, accruals and warrant valuattursmanagement evaluates estimates and assuspdacts and

circumstances dictate. As future events and thigcts cannot be determined with precision, aateslilts could differ from these
estimates and assumptions, and those differenctd lse material to the financial statements. If assumptions change, we may need
to revise our estimates, or take other correctot®ias, either of which may also have a materiakask effect on our statements of
operations, liquidity and financial condition.

While our significant accounting policies are désed in more detail in Note 1 to our financial staents included elsewhere
in this Annual Report on Form HXK, we believe the following accounting policieslte critical to the judgments and estimates used in
the preparation of our financial statements.

Revenue Recognition

We have, to date, earned revenue from researcibooditions, which may include research and devedopservices, licenses
of our internally-developed technologies, or a combination of both.rd¢ognize revenue when all of the following cidt@re met:

persuasive evidence of an arrangement exists féramisor access to technology has been completedraices have been rendered, our
price to the customer is fixed or determinable, emitbctability is reasonably assured. The termswflicense and research and
development agreements include nonrefundable upbeyments, research funding, and license feesstoihe and other contingent

payments to us for the achievement of defined bolation objectives, and certain clinical, regutptand salesbased events, as well
as royalties on sales of any commercialized pradddie terms of our licensing agreements geneiradlyde non-refundable upfront
fees, annual licensing fees and contingent paynasmanilestones for the achievement of pilefined preclinical, clinical, regulatory

and sales-based events by our partners. The licensing agmsraéso include royalties on sales of any comraéreid products by our
partners.

Multiple -Element Revenue Arrangements

Certain of our product development partnershiptantinology license agreements represent mukiplement revenue
arrangements. To account for such transactionsletermine the elements, or deliverables, includgtie
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arrangement and determine which deliverables grarate units for accounting purposes. We considirated items to be separate
units of accounting if the delivered items havendtaalone value to the customer. If the delivered itemesseparate units we allocate
the consideration received or due under the arraegeto the various elements based on each elesetdtive selling price. The
identification of individual elements in a multiplelement arrangement and the estimation of thenggliiice of each element involve
significant judgment, including consideration asvteether each delivered element has standalone t@lihe customer. We determine
the estimated selling price for deliverables witbath arrangement using vendgpecific objective evidence (VSOE) of selling pride

available, or third-party evidence of selling price if VSOE is not dahble, or our best evidence of selling price ifthef VSOE nor

third —party evidence is available. Determining the bestte of selling price for a deliverable requisgmificant judgment. The basis

of our estimate of selling price is the arm’s léngéegotiation with the licensee that occurs in geafisaction. The potential value of our
technology to a licensee in a transaction dependsvariety of factors unique to each transact@ttors that impact the negotiation
and hence that we consider in our estimates centtre specific product candidate and includeptioeluct candidate’s potential market
size, the product candidate’s stage of developntieatexistence of competitive technologies thatdbe substituted for ours by the
licensee and the scientific assessment of the ptadundidate’s likelihood of success at variousettgyment stages. The most common
deliverable is the commercial license for our teghgy in the product candidate, and frequentlyseaech license with an option for
commercial license. The upfront payments, annoahbe fees, milestones and royalties relate te thieenses and/or options and

depend on the produespecific factors described above. The other sigauifi deliverable is research and development s=nand the

price for these depends on estimates for our peed@md supply costs and the costs of thjpdrty contract research organizations
necessary to support the services.

We use our best estimate of selling price to esértee selling price for licenses to our technasgnd product candidates and
our research and development services, since wetdoave VSOE or thirdparty evidence of selling for these deliverableg W
recognize consideration allocated to an individiament when all other revenue recognition critaremet for that element. Our
multiple —element revenue arrangements may include the fisigpw

« License ArrangementsThe deliverables under our product developmennpeship and technology license agreem
generally include exclusive or nemxclusive licenses to one or more of our technekagrhe technologies can be applied
to a collaborator’s product candidates for discgyvdevelopment, manufacturing and commercializatie will also
enter into agreements for the exclusive or aexrclusive licenses to our internally developed paddandidates. To

account for this element of the arrangement, wéuat@ whether the exclusive or neexclusive license has standalone

value apart from the undelivered elements to thiatworator, which may include research and devekprservices or
options for commercial licenses, based on the denaiion of the facts and circumstances of eag@ngament, including
the research and development capabilities of thelbmrator and other market participants. We recaarrangement
consideration allocated to licenses upon delivétye license, if the facts and circumstances igithe license has
standalone value apart from the undelivered elesnéffiacts and circumstances indicate that theveledd license does n
have standalone value from the undelivered elememtsecognize the revenue as a combined unitafuating. In those
circumstances we recognize revenue from+am@fundable upfront fees in the same manner asrtteliwered item(s),
which is generally the period over which we prowidsearch and developments servi

« Research and Development ServicThe deliverables under our product developmennpeship and technology licen
arrangements may include research and developreemteas we perform on behalf of the collaboratas.tde provision of
research and development services is an integriabpaur operations and we may be principally cesgible for the
performance of these services under the agreenveatgcognize revenue on a gross basis for resaactdevelopment
services as we perform those services. Additional/recognize research related funding under lootktion research a
development efforts as revenue as we perform aratghe related services in accordance with cohterms.

Milestone Revenue

Our product development partnership and technoliognse agreements generally include contingertractual payments
related to achievement of specific research, dgveémt and regulatory milestones and salessed milestone that are based solely upon
the performance of the licensor or collaboratoiséech, development
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and regulatory contingent contractual paymentsyguieally payable under our collaborations when ealtaborator selects a compound,
or initiates or advances a covered product caneligigpreclinical or clinical development, upon suksion for marketing approval of a
covered product with regulatory authorities, upeceipt of actual marketing approvals of a covemedipct or for additional indications,

or upon the first commercial sale of a covered pobdSales-based contingent contractual payments are typipajyable when annual
sales of a covered product reach specific levels.

At the inception of each arrangement that inclumtegingent contractual payments, we evaluate whetheh potential
payment and milestone event is substantive andlata both parties based on the basis of the wgetit nature of the milestone event.
We evaluate factors such as scientific, regulatooyymercial and other risks that we must overcaraehieve the respective milestone
event, whether the contractual payments due atrédebtone event is reasonable relative to alM@edibles and payment terms in the
arrangement in making this assessment and whétheontingent contractual payment relates solepati performance. Additionally,
certain of our product development and technolaggnke arrangements may include milestone paymelated to the achievement of
specific research and development milestones, wdmetachieved in whole or in part on our perforneanc

We recognize any payment that is contingent uperatthievement of a milestone entirely in the peoahich the milestone
is achieved. A milestone is defined as an evertdia only be achieved based in whole or in paeitiver on our performance, or the
performance of our collaborators, or the occurresfae specific outcome resulting from our past perfance for which there is a
substantive uncertainty at the date the arrangermemntered into that the event will be achieved.

Capitalized Intellectual Property Costs

We capitalize and amortize thirgbarty intellectual property costs such as amouai fo outside patent counsel for filing,

prosecuting and obtaining patents for our inteyndélveloped technologies and product candidatdhgetextent such patents are deemed
to have probable future economic benefit. We atgwtalize amounts paid to third parties for licenet we acquire for intellectual
property or for research and development purpddestotal capitalized patents, licenses and ofitangible assets as of December 31,
2014 and 2013 was $9.1 million and $8.8 milliorspectively. We believe that these costs shouldapéalized as the intellectual
property portfolio is the underlying property rightour technologies and product candidates andaststhe upfront payments,

licensing fees, and milestone payments made bgdlaboration partners for licensing our technodsgand product candidates.

We begin amortization of capitalized patent costsnd) the period that we obtain a patent relatothe capitalized cost over
the shorter of the patent life or the estimatecheadc useful life. Capitalized licensing costs aneortized beginning in the period that
access to the license or technology is availabieissamortized over the shorter of the license tertme estimated economic useful life
of the licensed asset. Such amortization is reftbat the General and Administrative section of 8tatement of Operations.

On a regular basis we review the capitalized iatéllal property portfolio and determine if therednheen changes in the
scientific or patent landscape that leads us talddo abandon an iprocess patent application or abandon a previasshed patent.

While we confer with outside patent counsel, theisien to continue prosecuting certain patent céaimabandon other claims are made
by us based on our judgment and existing knowledgeir technology, current U.S. and foreign patarthority rulings and expected
rulings, and scientific advances and patent filibggEompetitors operating in our technology or ddegelopment field. We record an
expense for capitalized intangible assets in thi®gé¢hat the decision to abandon a claim or lieeissnade. We also review the

carrying value of capitalized licensing costs aegular basis to determine if there have been hapges to the useful life or estimated
amortization period over which the costs are beimgrtized. We recorded a charge for abandonedgittienassets of $ 509 ,000 ,
$205,000 and $388,000 for the years ended Dece®ih@014 , 2013 and 2012 , respectively. Such esaaee reflected in the General
and Administrative section of our Statement of @fiens.

We determine if there has been an impairment ofrdgangible assets which include the capitalizetgémpaand licensing costs
whenever events such as recurring operating lagsgisanges in circumstances indicate that the icgrgmount of the assets may not
be recoverable. We evaluated the undiscountedftmag$ related to the patent portfolio and deterrditteat the future undiscounted
cash flows exceeded the carrying value of the assetf December 31, 2014. We individually evaldiae undiscounted cash flows
and the potential for impairment for the four teclugy
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categories of our patent assets (Ilb, ADCC, Xtemd lai —specific) by modeling the cash flows from our |éatgrnal product

development program XmAb7195 and licensed progtamisuse each particular category of patent agéetused multiple published
sources of pharmaceutical developmestage product failure rates to estimate failuresat each stage of clinical development in order
to apply a probability weighting to cash flows ach internal and licensed program.

Preferred Stock Financing and Note Conversion Agreent

In June 2013, our Board of Directors and the reguimlders of the Notes and requisite holdersusfppeferred stock, agreed
to exchange the Notes and their shares of Pref&eegds A- E for shares of Series AL convertible preferred stock. Our Board of

Directors and stockholders also authorized a galg ¢o $10.0 million in shares of Series-A convertible preferred stock to our
existing stockholders at a purchase price of $peStshare.

This series of transactions, as described furtheve, was between us and our existing stockholtkrder applicable
accounting guidance , the exchange of convertildenfssory n otes (the “Notes”) for shares of pnefdrstock was treated as an
extinguishment of debt and we recognized a loshemMNote exchange of $48.6 million for the yeareehBecember 31, 2013. The

exchange of shares of Preferred SeriesBAfor shares of Series Al convertible Preferred stock was treated as amptien of the
shares of Preferred Series-A and we recognized a deemed contribution to y@fi$140.6 million (net of original issuance cosfs
$3.0 million related to shares of Preferred SehiesE) for the year ended December 31, 2013.

Both the loss on the exchange of the Notes andgkmed contribution from the exchange of PrefeBeries A- E were

based on our estimate of the per share fair vdltieecsshares of Series Al convertible preferred stock of $1.54. This estenaas
determined in accordance with the guidelines ur#@eB ASC 718 and ASC 820.

On September 23, 2013 we sold 1,766,430 additsimaies of Series Al convertible preferred stock for gross proceeds of

$2.4 million at a purchase price of $1.36 per shéfe determined the fair value of the shares ofeSek-1 convertible preferred stock

to be $4.7 million based on a per share fair vafu&2.69, which was based upon an estimate ofriterrise value of the Company
using a projected offering price in an initial piglffering, and we recorded a deemed dividend2a8 $nillion for the difference in the

sales price of the Series-A convertible preferred stock and the fair valuéhefshares.

Stock Split and Conversion of Preferred Stock

On November 1, 2013, our board of directors andéheisite holders of our voting stock authorizeel filing of a certificate of
amendment to our amended and restated certifi¢ateaporation for the purposes of effecting a 3fdr -1 reverse split of the
common stock. The certificate of amendment wasl file November 1, 2013 and the stock split becafieetefe as of that date.
Accordingly, all references to numbers of commoareh, including the number of common shares orsaif aconverted basis, and

per-share data in the accompanying financial statentents been adjusted to reflect the reverse stditlospa retroactive basis.

On December 3, 2013, our registration statemeate@lto our initial public offering became effeetiand all outstanding
shares of preferred stock were converted to comonca 1-for -1 basis. Upon the effectiveness of our initial pubffering,

49,671,392 shares of Series-A preferred stock converted into 16,022,915 shairesmmon stock and 1,851,814 shares of Serieg A
preferred stock converted into 597,359 shares wincon stock.

Cross License with Related Party

In December 2012, we entered into a Crassense Agreement with Medimmune, LLC (Medimmune)k ofiour 5% or
greater stockholders at the time of the transactida provided Medimmune with a research licensentaf our technologies and
options to a limited number of worldwide, royaltfree exclusive licenses, subject to review and adrby us. In exchange,

Medimmune provided us with a worldwide, neexclusive, royalty-free license to certain patent rights. The transads a
non-monetary transaction as provided under applicadteunting guidelines.
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We estimated the fair value of the license andomgtiransferred to be approximately $0.8 milliohisTfamount was recognized
as licensing revenue for the year ended Decemhed(3P and was capitalized and will be amortizegr dlie remaining life of the
Medlmmune patent rights.

Accrued Research and Development Expenses

As part of the process of preparing our finandiatesnents, we are required to estimate our acersgshrch and development
expenses. This process involves reviewing conteodspurchase orders, reviewing the terms of senie agreements, communicating
with our applicable personnel to identify servitiest have been performed on our behalf, and estigtie level of service performed
and the associated cost incurred for the servienwie have not yet been invoiced or otherwise irdtibf actual cost. The majority of
our service providers invoice us monthly in arrdarsservices performed. We make estimates of oarugd expenses as of each
balance sheet date based on facts and circumstamoes to us at that time. We periodically confitine accuracy of our estimates with
the service providers and make adjustments if sacgsExamples of estimated accrued research amdopenent expenses include fees
to:

« contract research organizations and other serviaders in connection with clinical studie

« contract manufacturers in connection with the potida of and testing of clinical trial materialg)c

« vendors in connection with preclinical developmactivities.

We base our expenses related to clinical studiemioestimates of the services received and eféxended pursuant to
contracts with multiple research institutions andtcact research organizations that conduct andagealinical studies on our behalf.
The financial terms of these agreements are sulgjewgotiation, vary from contract to contract] amay result in uneven payment
flows and expense recognition. Payments under sditieese contracts depend on factors such as toessful enroliment of patients
and the completion of clinical trial milestones aecruing these costs, we estimate the time pesied which services will be performed
for which we have not been invoiced and the le¥eiffort to be expended in each period. If the akttiming of the performance of
services or the level of effort varies from ouiiraste, we adjust the accrual accordingly. Our ust@ding of the status and timing of
services performed relative to the actual statatstianing of services performed may vary and mawltés our reporting changes in
estimates in any particular period.

Net Operating Loss Carryforwards and Research aneMBlopment Tax Credits

As of December 31, 2014, we had cumulative netaipey loss carryforwards for federal and state inedax purposes of
approximately $ 16 9 . 2 million and $ 13 4.2 lioil, respectively, and available tax credit caoryfards of approximately $15 . 2
million for federal income tax purposes and $ 1in8lion for state income tax purposes, which barcarried forward to offset future
taxable income, if any.

Our federal net operating loss carryforwards exglagting in 2019 , state net operating lossegestarting in 2015 and, f
ederal tax credit carryforwards expire startin@@®33. Upon analysis , we believe that our net dpeydosses and tax credits were
subject to an annual limitation due to the owngrsiiange provisions by the Internal Revenue Cod®86 under Section 382 and
similar state provisions. As a result of the litidas under Section 382, our federal and stat®pexating loss and tax credit
carryforwards have been limited.

Valuation of Stock-Based Compensation

We record the fair value of stock options and sh&sued under our Employee Stock Purchase PIZPRES employees as of
the grant date as compensation expense over tieesperiod. We recognize compensation expensethearequisite service period,

which is equal to the vesting period. For r@mployees, we also record the fair value of stqatioas as of the grant date as
compensation expense over the service period. Wreghriodically re-measure the awards to reflect the current fairevalleach
reporting period until the noremployee completes the performance
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obligation or the date on which a performance comment is reached. Expense is recognized over thedeservice period.

We calculate the fair value of stoebased compensation awards using the Bietholes optior-pricing model. The

Black -Scholes optior-pricing model requires the use of subjective assiomg, including volatility of our common stock etlexpected

term of our stock options, the risk free inter@derfor a period that approximates the expected ¢érour stock underlying common
stock on the date of grant

Common Stock Fair Value

We recognize stockbased compensation expense in accordance withdhisions of ASC Topic 718 ompensation—Stock
Compensation The fair value of stockbased payments is estimated, on the date of grsing a Black- Scholes model. The resulting
fair value is recognized on a straigliine basis over the requisite service period, wiischenerally the vesting period of the option. For

shares issued under the ESPP the service pettioel [girchase period. The use of a BlaBicholes model requires us to apply judgment
and make assumptions and estimates that includeltbeing:

« Fair Value of Common Sto— Prior to ourlnitial Public Offering on December 3, 2013, ouraBd of Directors
determined the fair value of the common stock. Bbard of Directors made determinations of fair edhased, in part,
upon contemporaneous valuations to determine &irev The contemporaneous valuations were performadcordance

with applicable methodologies, approaches and gssoms of the technical practieaid issued by the American Institute

of Certified Public Accountants Practice Aid emtitValuation of Privately-Held Company Equity Securities Issued as

Compensatiol.

« Expected Volatiliy—Volatility is a measure of the amount by whichrzaficial variable such as a share price
fluctuated (historical volatility) or is expecteal fluctuate (expected volatility) during a peridd we do not yet have
sufficient history of our own volatility, we havdentified several public entities of similar sizemplexity and stage of
development and calculate the historical volatiliging the volatility of these compani

« Expected Dividend Yie—We have never declared or paid dividends and hay#ams to do so in the foreseeable fut

* Risk-Free Interest Rate-This is the U.S. Treasury rate for the week ohegtion grant during the year, having a term

that most closely resembles the expected life @biption.

« Expected Terr—This is the period of time that the options grardeslexpected to remain unexercised. Options gt
have a maximum term of ten years and we have dstihthe expected life of the option term to be leetwfive and six
years. We use a simplified method to calculateatrerage expected ter

« Expected Forfeiture Ra—The forfeiture rate is the estimated percentaggptibns granted that is expected to be forfe
or canceled on an annual basis before becomingva$ited. We use published surveys of employeetieterates of
similar peer companies to estimate-vesting option forfeitures
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Results of Operations

Comparison of the Year Ended December 31, 2014 2083

The following table summarizes our results of opiers for the year ended December 31, 2014 and @018illions):

Year Ended
December 31
2014 2013 Change
Revenues
Research collaboratic $ 71 $ 23 $ 48
Licensing 1.9 2.3 (0.4)
Milestone 0.5 5.6 (5.1)
Total revenue 9.5 10.2 (0.7)
Operating expense
Research and developm: 18.5 17.0 15
General and administrati 7.4 3.7 3.7
Total operating expens 25.9 20.7 5.2
Other income (expense), r — (49.8 49.8
Net loss $ (164 $ (60.3 $43.9

Research Collaboration Revenues

Research collaboration revenues were $7.1 millio20i14, compared to $2.3 million in 2013, an insesaf $4.8 million. The
increase in collaboration revenue in 2014 comptreé13 reflects $5.2 million of additional revemeeognized upon the termination
of our collaboration agreement with Amgen.

Licensing Revenues

Licensing revenues were $1.9 million in 2014 coredao $2.3 million in 2013, a decrease of $0.4iamill The decrease is
primarily due to a licensing agreement with Mercattprovided a $1.0 million payment in 2013 offsgtam increase in licensing
revenue of $0.5 million in 2014 recognized under @SL agreement.

Milestone Revenues

Milestone and contingent payments were $0.5 miilioR014 com pared to $5.6 million in 2013, a deseeaf $5.1 million.

The decrease is primarily due to receiving conti@atnilestones in 2013 from MorphoSys and CSL 00$8illion and $2.1 million,
respectively.
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Research and Development Expenses

The following table summarizes our research aneldgwment expenses for the years ended Decembg034,and 2013, (in
millions):

Year Ended

December 31
2014 2013 Change

Product programs:

XmAb5871 $ 41 $ 77 $ (3.6
XmAb7195 5.5 5.5 (0.0)
XmAb5574/MOR20¢ — 0.4 0.4
Bispecific 5.1 — 5.1
Other 3.8 3.4 0.4
Total research and development expen $ 185 ¢ 170 § 15

Research and development expenses were $18.5mfdlidhe year ended December 31, 2014 compargtizd® million for
the same period in 2013, an increase of $1.5 mill8pending on the XmAb5871 and XmAb5574 prograewsaehsed during the year
ended December 31, 2014 compared to 2013, whikedépg on the XmAb7195 and bispecific programs iasezl during the same
years. The $3.6 million decrease in spending aatamtiwith the XmAb5871 program is primarily dueatdecrease in manufacturing
costs for the drug product and reduced clinical tosts with completion of the Phase 1b/2a ttaihe end of 2014. There was a $0.4
million decrease in costs associated with the Xm&Bbprogram related to completion of the Phasallitr 2013. There was an
increase in spending of $5.1 million on our bisfe@rogram that included spending on preclini¢abges, cell line development and
initial manufacturing work for our lead bispecifievelopment candidate, XmAb14045.

General and Administrative Expenses

General and administrative expenses were $7.4omidind $3.7 million for the year ended Decembe2814 and 2013,
respectively, an increase of $3.7 million. The @ase is primarily due to costs related to additibirang of legal and accounting
personnel and costs associated with being a pybiatied company of $1. 6 million, an increasedmpensation costs of
approximately $1.2 million, an increase in professi fees including business development and madke¢search expenses of $0.4
million and abandoned patents and licenses of $all@n.

Other Income (Expense), Net

Other income (expense), net was $35,000 for thegmded December 31, 2014 compared to $(49.8)omifbr the same
period in 2013. The change reflects interest expensthe convertible promissory notes in 2013 dbkagehe loss of $48.6 million from
the exchange of such notes to convertible prefesteck with no corresponding charge in 2014.
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Comparison of the Years Ended December 31, 2013 202

The following table summarizes the results of cuerations for the years ended December 31, 2012@i (in millions):

Years Ended
December 31

2013 2012 Change
Revenues
Research collaboratic $ 23 $ 38 (1.5)
Licensing 2.3 2.1 0.2
Milestone 5.6 3.6 2
Total revenue 10.2 9.5 0.7
Operating expense
Research and developm: 17.0 12.7 4.3
General and administrati\ 3.7 3.1 0.6
Total operating expens 20.7 15.8 49
Other income (expense), r (49.8 (2.3 (47.5
Net loss $(60.3 $ (8.6 $(51.7

Research Collaboration Revenues

Research collaboration revenues were $2.3 millo2013 compared to $3.8 million in 2012, a decred$1.5 million. The
decrease in collaboration revenue in 2013 compar@012 is due primarily to lower revenue earnedeurour collaboration agreement
with MorphoSys in 2013.

Licensing Revenues

Licensing revenues were $2.3 million in 2013 coregap $2.1 million in 2012, an increase of $0.2iomnl The increase in
licensing revenue is primarily due to a new licagsagreement with Merck that provided a $1.0 milli@yment offset by a decrease in
licensing revenue recognized under the Medimmumesaetion in 2012.

Milestone and Contingent Payments

Milestone and contingent payments were $5.6 miilioR013 compared to $3.6 million in 2012, an inseeaf $2.0 million.
The increase is primarily due to receiving a carttral milestone from MorphoSys of $3.0 million payrheffset by a decrease in
contractual milestone payment received from B awfei | ngelheim of $1.2 million in 2012 with no oesponding milestone payment
in 2013.

Research and Development Expenses

Research and development expenses were $17.0mfdliche year ended December 31, 2013 compar$tiaa million for
the same period in 2012, an increase of $4.3 millitne increase is primarily due to a $2.6 millioorease in costs associated with the
XmAb5871 program, primarily due to increases imickl trial costs for CROs and site costs and nmegtufing of drug product, which
reflects the advancing stage of development optbgram from Phase 1a to initiation of the Phastridbof a Phase 1b/2a clinical trial
in 2013. There were also increased manufacturists@ssociated with the XmAb5871 program during32@pproximately
$2.9 million of the increased costs are associatddthe XmAb7195 program, including manufacturohgig product and

IND -enabling toxicology studies, resulting from the aosement of the program as we plan to file an IND lzegin clinical trials in

the first half of 2014. The costs for the Xmab5%@R208 program, which is conducted under our Morplsa®ylaboration, declined
by $1.1 million as we neared completion of the RHaslinical trial at the end of 2012, which compteour development obligations
under the MorphoSys agreement.
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General and Administrative Expenses

General and administrative expenses were compaaaB@ 7 million and $3.1 million for the year edd@ecember 31, 2013
and 2012, respectively, an increase of $0.6 millidre increase is primarily due to an increasempmensation costs and professional
fees in 2013 over 2012.

Other Income (Expense), Net

Other income (expense), net was $(49.8) milliortfieryear ended December 31, 2013 compared to)$(@I®n for the same
period in 2012, an increase of $47.5 million. Theréase reflects the loss on conversion of theextible promissory notes for

Series A-1 preferred stock in the second quarter of 201848t6 million.

Liquidity and Capital Resources

Since our inception, our operations have been pilyrftnanced through proceeds from our public dfig, private sales of our
equity, convertible notes and payments receive@uadr product development partnerships and liognasirangements. We have
devoted our resources to funding research and aewent programs, including discovery research lipieal and clinical development
activities.

We have incurred operating losses in each yeae sincinception and we expect to continue to impe@rating losses into the
foreseeable future as we advance the ongoing dawelat of our lead product candidates XmAb5871 amoAK7195 as well as our

bispecific development candidate, XmAb104045, eat&lwpportunities for the potential clinical deyeteent of our other preclinical
programs, and continue our research efforts.

At December 31, 2014, we had $54.7 million of caisti cash equivalents compared to $78.0 millionextebnber 31, 2013.
Based on our current operating plan we expect e happroximately $28.0 million at the end of 2018 ave believe that our current
cash and cash equivalents are sufficient to cartyor planned clinical development and operatilag®through the end of 2016.

Plan of Operations and Future Funding Requirements

Our primary uses of capital are, and we expectaaititinue to be, compensation and related expetisesb;-party

manufacturing services, thirgharty clinical research and development serviedgmriatory and related supplies, clinical costsallegd
other regulatory expenses and general overheasl. cost

To fund future operations, we will need to raisdidnal capital. The amount and timing of futumadling requirements will
depend on many factors, including the timing arsiits of our ongoing development efforts, the piéexpansion of our current
development programs, potential new developmergrpros and related general and administrative styMer anticipate that we will
seek to fund our operations through equity or @iebncings or through research collaborations @®hking agreements with third
parties. We cannot assure you that such additforaicing will be available to us on favorable terror at all. Although we have
previously been successful in obtaining financimgtigh our private securities offerings, there lsamo assurance that we will be able
to do so in the future. To the extent that we raditional capital through the future sale of égor debt, the ownership interest of our
stockholders will be diluted, and the terms of éhescurities may include liquidation or other prefices that adversely affect the rights
of our existing common stockholders. If we raisditidnal funds through collaboration arrangementthe future, we may have to
relinquish valuable rights to our technologiesufatrevenue streams or product candidates or ficanses on terms that may not be
favorable to us.

We expect that our existing cash and certain piatemilestone payments will fund our operating exges and capital
expenditure requirements through 2016. We havedi®ese estimates on assumptions that may prdwe wrong, and we could use
our capital resources sooner than we currently @xpelditionally, the process of testing produabdialates in clinical trials is costly,
and the timing of progress in these trials is utater Because our product candidates are in vastages of development and the
outcome of these efforts is uncertain, we cannrnase the
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actual amounts necessary to successfully compietdevelopment and commercialization of our prodactidates or whether, or
when, we may achieve profitability.
Cash Flows

The following table sets forth the primary soureed uses of cash and cash equivalents for eatie gietriods presented below
(in thousands):

Year Ended December 31

2014 2013 2012

Net cash (used in) provided k
Operating activitie: $ (21,351 $ (5,453 $ (11,052
Investing activities (2,283 (1,278 (1,161
Financing activitie: 308 82,394 (12)
Net increase (decrease) in cash and cash equis $ (23,326 $ 75663 $ (12,225

Operating Activities

Cash used in operating activities for the year dridecember 31, 2014 was $21.4 million comparedth aised in operations
of $5.5 million for the year ended December 31,2@h increase of $15.9 million. The increase shaased for the year ended
December 31, 2014 is primarily due to an increasgctounts receivable balance of $ 3.2 millioneeréase in our accounts payable and
accrued expense balances of $2.7 million as well@ecrease in deferred revenue balance of $7li®dmeind a loss of the exchange of
convertible notes of $48.6 million offset by a d=ase in our net loss of $43.8 million.

Cash used in operating activities for the year dridlecember 31, 2013 was $5.5 million compared $b essed in operations of
$11.1 million for the year ended December 31, 20h2 decrease in cash used for the year ended Decé&h, 2013 as compared to
the year ended December 31, 2012 is primarily dumntincrease in our deferred revenue accountsn@tire year ended December 31,
2013, we received upfront payments on certain $itenagreements in which the revenue will be eaoved the expected term of the
licensing contract. Accordingly, a significant port of the upfront payments were recorded intodéierred revenue accounts.

Investing Activities

Investing activities consist primarily of purchasésntangible assets, capitalization of patent krehsing costs, purchases of
property and equipment and proceeds on the saiseaf equipment. Investing activities used cast2@ fillion and $1.3 million for
the year s ended December 31, 2014 and 2013 rashgctWe acquired $1.5 million of intangible atssin the year ended
December 31, 2014 and $1.2 million for each ofytsars ended December 31, 2013 and 2012. We puctl@86,000 of capital
equipment for the year ended December 31, 2014 armedo $136,000 for the same period in 2013. iAtiease is primarily related to
additional capital spending on laboratory and efquipment.

Financing Activities

Net cash provided by financing activities consistnarily of proceeds of $3 1 7,000 from the issteaoEcommon stock upon
the exercise of stock awards and purchases unelé&rtiployee Stock Purchase Plan during the yeaeémkecember 31, 2014.

Financing activities for the year ended Decembei2813 consist primarily of net proceeds of $72illion from the sale of
common stock as a result of the our Initial PuBliftering which occurred in the fourth quarter oftl30and $10.0 million in proceeds

from the sale of 7,352,940 of preferred SerieslAstock, offset by payments on capital lease otitiga.
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Contractual Obligations and Commitments

The following table summarizes our contractual gdtions at December 31, 2014 (in thousands):

Payments due by perioc

Less More

than 1-3 3-5 than
Total 1 year Years Years 5 years
Operating lease obligation relating to facility $2987 $ 398 $ 598 $547 $ 1,444
Capital lease obligatior 2 2 — — —
Total $2989 $ 400 $ 598 $547 $1,444

(D) Consists of operating leases on our corporate heeitigs in Monrovia and on our San Diego officesoamgassin¢
24,000 square feet and 2,408 square feet thateekpilune 2020 and August 2016 respectively. Inagn2015 , we
entered into a new lease agreement for the Monfatibty; the new lease includes total paymentsrdakie term of
$2.8million. SeeSubsequent Events Note for further det:

We are obligated to make future payments to théndigs under ir-license agreements, including sublicense fees|treyaand
payments that become due and payable on the aohen®f certain development and commercializatidestones. As the amount and
timing of sublicense fees and the achievementiamdd of these milestones are not probable andhestie, such commitments have not
been included on our balance sheet or in the atintwbobligations tables above.

Off -Balance Sheet Arrangements

We did not have during the periods presented, andawnot currently have, any efbalance sheet arrangements.
JOBS Act

In April 2012, the Jumpstart Our Business Startpisof 2012, or the JOBS Act, was enacted. Secnof the JOBS Act
provides that an emerging growth company can tdkargtage of an extended transition period for cgimglwith new or revised
accounting standards. Thus, an emerging growth aagnpan delay the adoption of certain accountiagdsirds until those standards
would otherwise apply to private companies. We heegocably elected not to avail ourselves of thitended transition period, and, as
a result, we will adopt new or revised accountitamdards on the relevant dates on which adopti@ud standards is required for
other public companies.

New Accounting Pronouncement

In May 2014, the Financial Accounting Standards B4&ASB) issued Accounting Standards Update (AS21y4209,
Revenue from Contracts with Customers, which eistads principles for reporting revenue and cashdlarising from an entity’s
contracts with customers. The new pronouncemegftestive for reporting periods beginning after Betber 15, 2016 and will replace
most of the exi s ting revenue recognition guidanitkin the United States GAAP. The new pronounasnpermits the use of either
the retroactive or cumulative effect transition huet. Early adoption is not permitted.

The Company is evaluating the effect that ASU 2024will have on its financial statements and relatisclosures .

Item 7 A. Quantitative and Qualitative DisclosuresAbout Market Risk

Our primary exposure to market risk is interesbime sensitivity, which is affected by changes mgeneral level of U.S.
interest rates. Due to the shetérm duration of our investment portfolio and tbevIrisk profile of our
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investments, an immediate 10.0% change in intea¢éss would not have a material effect on therfarket value of our portfolio.
Accordingly, we would not expect our operating tesar cash flows to be affected to any significdegree by the effect of a sudden
change in market interest rates on our investmenttghio.

We do not believe that our cash and cash equisatente significant risk of default or illiquidityhile we believe our cash
and cash equivalents do not contain excessivewsligannot provide absolute assurance that inutiueef our investments will not be
subject to adverse changes in market value. Irtiaddive maintain significant amounts of cash aashcequivalents at one or more
financial institutions that are in excess of fetlgrasured limits.

Inflation generally affects us by increasing oustoof labor and clinical trial costs. We do notibet that inflation has had a
material effect on our results of operations duthmg periods presented.
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Item 8. Financial Statements and Supplementary Da

Xencor, Inc.
Financial Statements

Audited Financial Statements for the Years Ended Deember 31, 2014, 2013 and 201
Report of Independent Registered Public Accourfing
Balance Shee:
Statements of Operatio
Statements of Stockhold’ Equity (Deficit)
Statements of Cash Flo
Notes to Financial Statemer

84




Table of Content
Report of Independent Registered Public Accountingrir m

Board of Directors
Xencor, Inc.
Monrovia, California

We have audited the accompanying balance she&snafor, Inc. (the “Company”) as of December 31,£28fhd 2013 and the
related statements of operations, stockholderste(qeficit) , and cash flows for each of the thngears in the period ended
December 31, 2014. These financial statementhareesponsibility of the Company’s management. i@sponsibility is to express an
opinion on these financial statements based omuadits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighafBdUnited States).
Those standards require that we plan and perfoemathit to obtain reasonable assurance about whethénancial statements are free
of material misstatement. The Company is not reglio have, nor were we engaged to perform, art atids internal control over
financial reporting. Our audits included considerabf internal control over financial reporting agasis for designing audit procedures
that are appropriate in the circumstances, bufardhe purpose of expressing an opinion on thectiffeness of the Company’s internal
control over financial reporting. Accordingly, wepgess no such opinion. An audit also includes émig, on a test basis, evidence
supporting the amounts and disclosures in the éilshstatements, assessing the accounting priscyged and significant estimates
made by management, as well as evaluating the lbpeeaentation of the financial statements. Weéelvel that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts,ftnancial position of
Xencor, Inc. at December 31, 2014 and 2013, andethdts of its operations and its cash flows fwheof the three years in the period
ended December 31, 2014, in conformity with accognprinciples generally accepted in the Unitedetaf America.

/s/ BDO USA, LLP

Los Angeles, California
February 20, 2015
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Xencor, Inc.

Balance Sheet s

(in thousands, except share and per share data)

Assets
Current asset
Cash and cash equivale
Accounts receivabl
Prepaid expenses and other current a
Total current asse
Property and equipme
Computers, software and equipm
Furniture and fixture
Leasehold improvemen
Less accumulated depreciation and amortiz:
Property and equipment, r
Other asset
Patents, licenses, and other intangible asset
Other asset
Total other asse
Total asset
Liabilities and stockholders’ equity
Current liabilities
Accounts payabl
Accrued expense
Current portion of deferred reven
Current portion of capital lease obligatic
Total current liabilities
Deferred revenue, less current port
Capital lease obligations, less current por
Total liabilities
Commitments and contingencies (see nol
Stockholder’ equity
Common stock, $0.01 par value: 200,000,000 autbdrihares; 31,434,272 issued and outstanding siteDezember 31,
2014 anc31,354,46%issued anoutstandincat December 31, 201
Additional pait-in capital
Accumulated defici
Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to the financial statements.
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December 31

2014 2013

$ 54649 $ 77,975
2,966 59

134 60

57,749 78,094

4,270 3,514

97 89

3,086 3,081

(6,554 (6,377

899 307

9,116 8,814

59 100

9,175 8,914

§ 67823 §$ 87315
$ 1,691 $ 2,633
2,251 1,393

2,254 3,444

— 9

6,196 7,479

2,337 6,302

— 1

8,533 13,782

314 314

302,969 300,790
(243,993 (227,571
59,290 73,533

$§ 67823 §$ 87315
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Xencor, Inc.

Statements of Operations

(in thousands, except share and per share data)

Revenue
Collaborations, licenses and milestones, (includeigted party revenue zerofor
2014 and 2013 ar$0.75million for 2012, respectively
Operating expense:
Research and development (including ec-based compensation $1,013,
$158and$11for 2014, 2013 and 2012, respective
General and administrative (including eq-based compensation $848, $40
and$18for 2014, 2013 and 2012, respective
Total operating expense:
Loss from operations
Other income (expenses
Interest incom
Interest expens
Other income
Loss on settlement of convertible promissory n
Total other income (expenses), ne
Net loss
Net deemed contribution on exchange and sale éénpeel stock
Net income (loss) attributable to common stockhis:
Net income (loss) per share attributable to comstookholders
Basic
Diluted
Weighted average shares used to compute net infoasg per share attributable
common stockholder:
Basic

Diluted

See accompanying notes to the financial statements.
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Years ended December 3!

2014 2013 2012
$ 9520 $ 10,172 $ 9,524
18,516 17,000 12,668
7,461 3,692 3,086
25,977 20,692 15,754
(16,457 (10,520 (6,230
33 14 11
9) (1,213 (2,461
11 16 86
— (48,556 —
35 (49,739 (2,364
(16,422 (60,259 (8,594
— 144,765 B
$ (16422 $ 84,506 $ (8,594
$ (052 $ 3418 $ (118.86
$ 052 $ (385 $ (118.86
31,390,631 2,472,581 72,302
31,390,631 15,645, 78¢ 72,302
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Xencor, Inc.
Statements of Stockholders’ Equity (Deficit)
(in thousands, except share data)

Series A Series B Series C Series D Series E Series /-1 Series /-2
Convertible Convertible Convertible Convertible Convertible Convertible Convertible
Preferred Stock Preferred Stock Preferred Stock Preferred Stock Preferred Stock Preferred Stock Preferred Stock
Mezzanine Equity Shares  Amount Shares  Amount Shares  Amount Shares  Amount Shares Amount Shares Amount Shares  Amount
Balance
December 31,201: 857,792 $ 3,550 1,328,941 $ 12,375 2,416,281 $ 50,000 7,936,48- $ 20,000 25,245,56¢ $ 60,841 — — — o
Net loss — — — — — — — — — — — — — —
Stocl-basec
compensatiol — — = = — = = — = — — = — —
Balance,
December 31, 2012 857,792 3,550 1,328,941 12,375 2,416,281 50,000 7,936,48: 20,000 25,245,56¢ 60,841 — — — —
Series /1 share:
issued in exchange
of convertible note — — — — — — — — — — 45,902,321 70,689 — —
Exchange o
Series AE Preferre:
for Series A-1
preferrec (857,792 (3,550 (1,328,941 (12,375 (2,416,281 (50,000 (7,936,483 (20,000 (25,245,56€ (60,841 1,977,137 3,045 — —
Exchange o
Series A-1 preferre
for Series A-2
preferrec — — — — — — — — — — (5,561,00€ (8,563 1,851,81< 1,075
Sale of Series -1
preferrec — — — — — — — — — — 7,352,94C 13,355 — —
Exchange o
Series A-1 and A-2
preferred for
common stocl = = = = = = = = = — (49,671,392 (78,526 (1,851,814 (1,075
Balance,
December 31, 2013 — — — — — — — — — — — — — —
Balance, Decembe
31, 2014 — $ — — 3 — — 3 — — $ — — 3 — — $ — — $ —
Common Stock Additional Total
Paid Accumulated Stockholders'
Equity
Stockholders Equity (Deficit) Shares  Amount in-Capital Deficit (Deficit)
Balance December 31, 201 72,302 % 1 $ 1014 $ (158,718 $ (157,703
Net loss — — — (8,594 (8,594
Stocl-based compensatit — — 29 — 29
Balance, December 31, 201 72,302 1 1,043 (167,312 (166,268
Deemed contribution on exchange of Seri-E Preferred Stock for Series-1 — 143,681 — 143,681
Deemed contribution on exchange of Seri-1 preferred for Series-2 preferrec — — 7,489 — 7,489
Deemed dividend on sale of Serie-1 preferrec — — (3,429 — (3,429
Exchange of Series-1 and /-2 preferred for common stor 16,620,27¢ 166 79,435 — 79,601
Sale of common stock, net of issuance 14,639,50( 146 72,361 — 72,507
Issuance of common stock upon exercise and vestispck award 22,391 1 12 — 13
Net loss — — — (60,259 (60,259
Stocl-based compensatic — — 198 — 198
Balance, December 31, 201 31,354,461 314 300,79C (227,571 73,533
Issuance of common stock upon exercise and vestisgpck award 15,941 — 11 — 11
Issuance of common stock under the Employee StoothBse Pla 63,864 — 307 — 307
Net loss — — — (16,422 (16,422
Stocl-based compensatit — — 1,861 — 1,861
Balance, December 31, 201 31,434,27: $ 314 $ 302,96 $ (243,993 $ 59,290

See accompanying notes to the financial statements.
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Statements of Cash Flow s

(in thousands)

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic
Stocl-based compensatic
Abandonment of capitalized intangible as:
Gain from no-monetary exchanc
Gain on disposal of asse
Loss on exchange of notes for preferred s
Accrued interest on convertible promissory n¢
Changes in operating assets and liabilit
Accounts receivabl
Prepaid expenses and other current a:
Other asset
Accounts payabl
Accrued expense
Deferred revenu
Net cash used in operating activit
Cash flows from investing activities
Purchase of intangible ass
Purchase of property and equipm
Proceeds from sale of property and equipn
Net cash used in investing activit
Cash flows from financing activities
Preferred stock issuance c
Proceeds from sale of Serie-1preferred stoc
Proceeds from issuance of common stock upon ereo€istock award
Proceeds from issuance of common stock from Empl&teck Purchase Pl
Proceeds from sale of common st
Payments of Initial Public Offering cos
Payments on capital lease obligatit
Net cash provided by (used in) financing activi
Net increase (decrease) in cash and cash equivake
Cash and cash equivalent, beginning of yea
Cash and cash equivalent, end of yea
Supplemental disclosures of cash flow informatiol
Cash paid for
Interest
Taxes
Supplemental Schedule of Noncash Investing Activés
Capitalization of licensing rights acquired in -monetary exchanc
Equipment acquired under capital le
Supplemental Schedule of Noncash Financing Activés
Settlement of notes payable for preferred s

Years ended December 3:

2014 2013 2012
$ (16422 $ (60,259 $ (8,594
882 711 527
1,861 198 29
509 205 388
= = (754,
(2) (16) (86)
= 48,556 =
— 1,211 2,456
(2,907 293 (325
(73) 115 (90}
a1 (20) 15
(943 1,319 (522,
859 109 460
(5,156 2,125 (4,556
(21,351 (5,453 (11,052
(1,505 (1,158 (1,217
(780' (136 (a1)
2 16 97
(2,283 (1,278 (1,161
= (116 =
— 10,000 —
9 13 =
307 — —
= 80,517 =
— (8,010 —
(8 (10) (12)
308 82,394 (12)
(23,326 75,663 (12,225
77,975 2,312 14,537
§ 54649 $ 77,975 $ 2,312
$ 9 $ 1% 3
$ 1 3 — $ —
$ — 3 — % 754
$ — 8 — $ 22
$ — $ 22134 $ —

See accompanying notes to the financial statements.
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1. Summary of Significant Accounting Policies
Description of Business

Xencor, Inc. (we, us, our, or the Company) wasiipetated in California in 1997 and reincorporate®elaware in September
2004. We are a clinicalstage biopharmaceutical company focused on distmyand developing engineered monoclonal antibamies
treat severe and lifethreatening diseases with unmet medical needs.3&@ur proprietary XmAb technology platform to ¢eea
next-generation antibody product candidates designé@#b autoimmune and allergic diseases, cancemued conditions. We focus

on the portion of the antibody that interacts wmthltiple segments of the immune system, referreabtthe Fc domain, which is
constant and interchangeable among antibodiese@gineered Fc domains, the XmAb technology, aréieapfo our pipeline of

antibody-based drug candidates to increase immune inhibitigorove cytotoxicity, extend hallife and most recently bispecific
antibodies.

Our operations are based in Monrovia and San Dieglifornia. We operate in one segment.

Basis of Presentation

The Company'’s financial statements as of Decembg?®14, and 201 3 and for the years thended have been prepared in
accordance with accounting principles generallyepted in the United States.

Reverse Stock Split and Conversion of Preferredcgto

On November 1, 2013, our board of directors andéheisite holders of our voting stock authorizeel filing of a certificate of
amendment to our amended and restated certifi¢ateaporation for the purposes of effecting a 3fdr -1 reverse split of the
common stock. The certificate of amendment was file November 1, 2013 and the stock split becafieetafe as of that date.
Accordingly, all references to numbers of commoareh, including the number of common shares orsaif aconverted basis,
per-share data and share prices and exercise prities accompanying financial statements have beerstdj to reflect the reverse
stock split on a retroactive basis.

Each 3.1 shares of convertible preferred stockamasertible, at the stockholder’s option, into ahare of common stock.
Additionally, each share of convertible preferréatk was automatically converted into common stetkhe then-effective conversion
rate upon the effective date of a registratiorestent filed with the SEC under the Securities AdExchange act.

On December 3, 2013, our registration statemerftasm S-1 related to our initial public offering becameesffive and

49,671,392 shares of Series-A preferred stock converted into 16,022,915 shairesmmon stock and 1,851,814 shares of Serieg A
preferred stock converted into 597,359 shares wincon stock.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of
America requires management to make estimatessauirgtions that affect the amounts reported irfitlzacial statements and
accompanying notes. Actual results could differemiatly from those estimates.
Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Bd&ASB) issued Accounting Standards Update (AS21y4209,

Revenue from Contracts with Customers, which eistads principles for reporting revenue and cashdlarising from an entity’s
contracts with customers. The new pronouncemesftéstive for reporting periods beginning
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Notes to Financial Statements (Continued)
after December 15, 2016 and will replace most efekisting revenue recognition guidance withintmited States GAAP. The new
pronouncement permits the use of either the retir@aor cumulative effect transition method. Eaafjoption is not permitted.

The Company is evaluating the effect that ASU 2024will have on its financial statements and relatisclosures .
Revenue Recognition

We have, to date, earned revenue from researdibooditions, which may include research and devedopservices, licenses
of our internally-developed technologies, or a combination of both.réd¢ognize revenue when all of the following ciétere met:

persuasive evidence of an arrangement exists féramsaccess of technology has been completedroices have been rendered; our
price to the customer is fixed or determinable ewitbctability is reasonably assured.

The terms of our license and research and develapageeements generally include nonrefundable apfrayments, research
funding, license fees and, milestone and otherimgant payments to us for the achievement of ddfgswlaboration objectives and

certain clinical, regulatory and saleBased events, as well as royalties on sales of@mynercialized products.

The terms of our licensing agreements include-frefundable upfront fees, annual licensing fees,a@mdractual payment

obligations for the achievement of prdefined preclinical, clinical, regulatory and salésmsed events by our partners. The licensing
agreements also include royalties on sales of amymeercialized products by our partners.

Multiple -Element Revenue Arrangemen@ertain of our collaboration and license agreemegpiresent multipleelement

revenue arrangements. To account for such transactive determine the elements, or deliverabletjded in the arrangement and
determine which deliverables are separate unitadoounting purposes. We consider delivered itenetseparate units of accounting

if the delivered items have stardlone value to the customer. If the delivered itanesseparate units we allocate the consideration
received or due under the arrangement to the \@etaments based on each elements’ relative sg@iting. The identification of
individual elements in a multipleelement arrangement and the estimation of thenggbiice of each element involve significant
judgment, including consideration as to whethehemlivered element has standalone value to themeas. We determine the
estimated selling price for deliverables withinteacrangement using vendespecific objective evidence (VSOE) of selling pridge

available, or third-party evidence of selling price if VSOE is not dahble, or our best evidence of selling price ifthef VSOE nor
third —party evidence is available.

Determining the best estimate of selling pricedateliverable requires significant judgment. We aisebest estimate of selling
price to estimate the selling price for licensesuotechnologies and product candidates, sincéon®ot have VSOE or thirdparty
evidence of selling for these deliverables. Theshasour estimate of selling price is the arm’'sdéh negotiation with the licensee that
occurs in each transaction. The potential valusuoftechnology to a licensee in a transaction dépen a variety of factors unique to
each transaction. Factors that impact the negmti@nd hence that we consider in our estimategicentthe specific product candidate
and include: the product candidate’s potential reskze, the product candidate’s stage of developrtige existence of competitive
technologies that could be substituted for ourthieylicensee and the scientific assessment ofrtidupt candidate’s likelihood of
success at various development stages. The moshaomeliverable is the commercial license for @eshnhology in the product
candidate, and frequently a research license withpéion for commercial license. The upfront payteeannual license fees, contingent
payments, milestones and royalties relate to themeses and/or options and depend on the predipscific factors described above.
The other significant deliverable is research aevktbpment services and the
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price for these depends on estimates for our pees@md supply costs and the costs of thjperty contract research organizations
necessary to support the services.

We recognize consideration allocated to an indizidement when all other revenue recognition Gatare met for that
element. Our multiple-element revenue arrangements may include the fitpw

« License arrangements.  The deliverables under our collaboration and lieemgreements generally include exclusiv
non-exclusive licenses to one or more of our technelegrhe technologies can be applied to a collatidsgiroduct
candidates for discovery, development, manufaajueimd commercialization. We will also enter intoesgnents for the
exclusive or nor-exclusive licenses to our internally developed poidandidates. To account for this element of the

arrangement, we evaluate whether the exclusivenraxclusive license has standalone value apart frenuhdelivered

elements to the collaboration partner, which majuite research and development services or opforommercial
licenses, based on the consideration of the fatcmcumstances of each arrangement, includingethearch and
development capabilities of the collaboration parmnd other market participants. We recognizengement
consideration allocated to licenses upon delivétye license, if the facts and circumstances igithe license has
standalone value apart from the undelivered elesndffiacts and circumstances indicate that theveliedd license does n
have standalone value from the undelivered elemestsecognize the revenue as a combined unitazfiaating. In those

circumstances we recognize revenue from+am@fundable upfront fees in the same manner asrttieliwvered item(s),

which is generally the period over which we prowidsearch and developments servi
« Research and Development ServiceThe deliverables under our collaboration and lieesisangements may inclu
research and development services we perform aaiftaftor with the collaboration partner. As thewpision of research
and development services is an integral part obperations and we may be principally responsiteHe performance
these services under the agreements, we recognigaue on a gross basis for research and develogemices as we
perform those services. Additionally, we recognmizgearch related funding under collaboration reteand development
efforts as revenue as we perform or deliver theteel services in accordance with contract te
Milestone RevenueOur collaboration and license agreements gendrallyde contingent contractual payments related to
achievement of specific research, development egdlatory milestones and saldsased milestones that are based solely upon the
performance of the licensor or collaborator. Redeadtevelopment and regulatory contingent contedgiayments and milestone
payments are typically payable under our collabhonatwhen our collaborator selects a compoundjitaies or advances a covered
product candidate in preclinical or clinical dey@iwent, upon submission for marketing approval cbeered product with regulatory
authorities, upon receipt of actual marketing apal®of a covered product or for additional indieas, or upon the first commercial
sale of a covered product. Saldsmsed contingent contractual payments are typipalj){able when annual sales of a covered product
reach specific levels.

At the inception of each arrangement that inclumtegingent contractual payments, we evaluate whetheh potential
payment and milestone is substantive and at rislot parties based on the basis of the contimggeire of the milestone event. We
evaluate factors such as scientific, regulatormmercial and other risks that we must overcomehiexe the respective milestone
event, whether the contractual payments due atmédebtone event is reasonable relative to alM@etibles and payment terms in the
arrangement in making this assessment and whétheontingent contractual payment relates solepati performance. Additionally,
certain of our product development and technolaggnke arrangements may include milestone paymelated to the achievement of
specific research and development milestones, wdretachieved in whole or in part on our perforneanc
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We recognize any payment that is contingent uperatthievement of a substantive milestone entiretheé period in which the
milestone is achieved. A milestone is defined asvamt that can only be achieved based in whole part either on our performance,
or the performance of our collaborators, or theuo@mce of a specific outcome resulting from owstgeerformance for which there is a
substantive uncertainty at the date the arrangeimemntered into that the event will be achieved.

Collaborative Research and Licensing Agreements
Novo Nordisk A/S

In December 2014, we entered into a Collaboratiahlacense Agreement with Novo Nordisk A/ S (Nhvdnder the terms
of the agreement, we granted Novo a research kcengse certain Xencor technologies includinghspecific, lIb, Xtend and others
during a two year research term. We will provideeaach support for four FTE’s in collaboration witbvo to apply our technologies to
Novo provided targets to identify compounds witlpioved properties. Novo has an option to extenaekearch term for another
twelve months upon written notice to us and payneéanother year of research funding. At the enthefresearch term, Novo will
have a commercial license to develop and commeéeiahy new targets identified during the reseéecm.

Under the agreement, in January 2015, we reckareupfront payment of $2.5 million and w elwekeive research
funding of $1.6 million per year over the reseaeim. We are also eligible to receive $2.0 milliommilestone payments upon the
successful completion of certain projects durirgrigsearch term. In addition, if Novo identifiescenpound from the collaboration to
advance into clinical development, we are eligtbleeceive future development, regulatory and coroiakmilestone payments and
royalties. The potential future milestones tota $1.3 million and include $3 6 .3 million in despment milestones, $51.0 million in
regulatory milestones and $8 0 .0 million in satekestones.

We determined that the deliverables under the germent were the research license to our technal@gid the research
support. We believe that the research supportietechnologies are integral to each other and@treeparate units of accounting. The
commercial license did not have standalone valirecaption of the arrangement due to the uncestaihitdentifying a commercial
target.

At inception of the arrangement, we determined tbasideration under the agreement is represestduebupfront payment
and the research funding and we are recognizin§2t& million upfront payment as income over the gear research term. The
research funding is being recognized into incomer tive period that the services are being providégldetermined that future
milestone payments were substantive and contirggahtve did not allocate any of the upfront congitlen to these milestones.

During the year ended December 31, 2014 we recedr#.1 million in revenue related to the arrangetres of December
31, 2014 we have $2.9 million in deferred reverelated to the agreement.

MorphoSys Ag

In June 2010, we entered into a Collaboration andrise Agreement with MorpohSys AG (MorphoSys), wiigh
subsequently amended in March 2012. The agreemevitied us an upfront payment of $13.0 million xcleange for an exclusive
worldwide license to our patents and knelow to research, develop and commercialize our X&%d product candidate
(subsequently renamed MOR208) with the right toisahke under certain conditions. Under the agreemenagreed to collaborate
with MorphoSys to develop and commercialize XmAbS8@aR208. We determined that the arrangement wasvithemultiple
deliverables and we identified the multiple elersentthe agreement as the license of XmAb5574/MOR2@Bthe research and
development services provided by us for the inRiladse 1 clinical trial. If certain developmentafjulatory and sales milestones are
achieved, we are eligible to
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receive future milestone payments and royalties.détermined that the future milestone payments webstantive and contingent and
we did not allocate any of the upfront consideratmthese milestones. Our responsibility with eg$fio the collaboration services is
limited to completion of the Phase 1 clinical trislorphoSys is responsible all further developmémXrmAb5574/MOR208.

Under the terms of the amendment, we receivediadditproceeds for the additional research andldpweent services related
to extension of the Phase 1 clinical trial. Dur@j.2, we recognized $0.4 million of revenue reldtethe additional services provided.

In April and May 2013, MorphoSys initiated two Phéiselinical trials under the arrangement and weereed a milestone
payment of $3.0 million. We have recognized thgnpent as revenue in the period that the milesterateoccurred.

The total revenue recognized under this arrangemasizero, $3.0 million and $2.0 million fbetyears ended
December 31, 2014, 2013 and 2012, respectivelpfAecember 31, 2014, we have no deferred reveslated to this agreement.

Alexion Pharmaceuticals, Inc.

In January 2013, we entered into an option andisieeagreement with Alexion Pharmaceuticals, Intexian). Under the
terms of the agreement, we granted to Alexion atusive research license, with limited sublicengights, to make and use our Xtend

technology to evaluate and advance compounds agandifferent target programs during a fivgear research term under the

agreement, up to completion of the first mualiose human clinical trial for each target compouxidxion may extend the research term

for an additional three years upon written notes and payment of an extension fee of $2.0 anillAlexion is responsible for
conducting all research and development activitieder the agreement at its own expense.

In addition, we granted to Alexion an exclusiveiopt on a target by -target basis, to obtain an exclusive commercial,

worldwide, royalty- bearing license, with sublicensing rights, undarXtend technology to develop and commercializslpcts that

contain the target for which the option is exerdide order to exercise this option, Alexion muay @ $4.0 million option fee with
respect to each target for which the option is@ged. Alexion may exercise this option at any tioloeing the research term but must
exercise it prior to initiating a second clinicaht with a target that includes our technology.

Under the agreement, we received an upfront payofe$8.0 million. Alexion is also required to pag annual maintenance
fee of $0.5 million during the research term &f #yreement and $1.0 million during any extensfdheresearch term. In addition, if
certain development, regulatory and commercial stolees are achieved, we are eligible to receivie $66.5 million for the first

product to achieve such milestones on a tarbgt-target basis. If licensed products are successtollymercialized, we are also
entitled to receive royalties based on a percertéget sales of such products sold by Alexionaffgiates or its sublicensees, which
percentage is in the low single digits. Alexiordyalty obligations continue on a produdty —product and countryby — country basis

until the expiration of the lastto —expire valid claim in a licensed patent covering &pplicable product in such country.

Absent early termination, the term of the agreemaihtontinue until the expiration of Alexion’s yalty payment obligations
or until the expiration of the research term if it has not exercised its option for a produar®e under the agreement. Either party
may terminate the agreement for a material bre&tirecagreement by the other party if such breaatains uncured for 60 days, or 30

days in the case of a nepayment breach. Alexion may terminate the agreemighbut cause on a targeby -target basis upon 90
days’ advance written notice to us.
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The total revenue recognized under this arrangemast$1.0 million and $0.9 million for the yearsled December 31, 2014
and 2013 respectively. As of December 31, 2014 ave leferred revenue related to this agreemertt.6f illion.

Amgen, Inc.

In December 2010, we entered into a Collaboratrah@ption Agreement with Amgen, Inc. (Amgen), parstto which we
agreed to collaborate with Amgen to research, dgvahd commercialize XmAb5871 and products baseetm. Under the agreement,
we granted to Amgen an option to acquire an exatulitense to research, develop, manufacture aminewcialize XmAb5871 and
certain related products worldwide, which optioexercisable by Amgen only after Amgen’s (1) noéfion to us that it is electing to
exercise the option and (2) payment of an optic@r@se fee to us during the option period undertireement. The term of the option

began at the effective date of the Agreement apidex90 days after delivery of the data from adeh2 proof-of —concept (POC)

clinical trial. During the option period and primr Amgen exercising its option under the agreemeetretain ownership of the
compound and are responsible for all clinical depeient of the compound through completion of thasel2 POC clinical trial and
delivery of the clinical study data for the POGhidal trial. We received a nonrefundable upfrontrpant of $11.0 million upon
execution of the agreement and a $2.0 million payrimreJanuary 2013 upon initiation of a Phase iab t\We determined that
substantially all of the future milestones andtezlgpayments were substantive and contingent antidweot allocate any of the upfront
consideration to the milestones.

We determined that the arrangement is one withiphelltieliverables and we identified the multipleraeknts at the inception of
the agreement. We determined that the deliverabider the arrangement were the research and devetaservices and the option to
acquire the rights to XmAb5871. Since the optioa tontingent and a substantive element, no pootidthe upfront fee was allocated to
it. The upfront payment was allocated to the redeand development services and is being recognéeatlly over the estimated
service period to complete the Phase 2 POC trihidativery of the clinical study reports to Amg#ie have estimated that the term of
the service period to be 72 months from inceptibthe agreement through completion of the POG. tria

In October 2014, we entered into an agreementAvitigen to terminate the Collaboration Agreement pams to which all
worldwide rights to develop and commercialize XmA&B% reverted back to us. Our obligations to comtidevelopment of XmAb5871
under the terms of the Collaboration Agreement itesited effective as of the date of the terminatigreement. As a result of and
effective as of the date of the termination agregial of Amgen'’s rights to XmAb5871 terminatedlinding the right to exercise an
exclusive option to acquire the worldwide rightstmAb5871. Amgen’s obligations to make any furthayments to us are also
terminated. In connection with the termination, gvanted Amgen a right of first negotiation (ROFN)btain an exclusive license to
develop and commercialize any XmAb5871 product.

The ROFN requires us to notify Amgen if we decidg@uirsue a licensing transaction with a third parplving XmAb5871.
Upon receipt of the notification, Amgen will havdimited time to review the data from XmAb5871 asmter into negotiations to obtain
an exclusive license to develop and commercialigefature XmAb5871 product. The ROFN will expireaupthe earlier of: (1)
October 27, 2019, (2) initiation by us of a Phasdirical trial with XmAb5871 or (3) the transfer sale to a third party of substantially
all of our business.

We have determined that the termination resultsdéancellation of all our obligations to Amgen untifee Collaboration
Agreement. We have evaluated the terms of the R@&tNdetermined that it has de minimis value becAnsgen’s rights under the
ROFN are limited to an exclusive negotiating peba@ short duration and there is no bargain ele¢nmethe ROFN. As a result of the
termination, we have recognized $5. 2 million afdme wh i ch represents the balance of the defeenazhue related to the agreement
at the time of the termination .
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The total revenue recognized under this arrangemast$ 6 . 9 million, $2.2 million and $1.8 nah for the years ended
December 31, 2014, 2013 and 2012, respectivelpfAecember 31, 2014 we have no deferred revenatedeto this agreement.

Medimmune LLC

In December 2012, we entered into a Crdssense Agreement with Medimmune, LLC (Medimmune)deinthe agreement
we provided Medimmune with a nemxclusive research license to certain technologlyaguions to acquire commercial licenses to a
limited number of compounds. In exchange, Medimnpnogided us with a worldwide, norexclusive, royalty-free license and
sub-license to certain U.S. patent rights granted to Idetline. We determined that the exchange is a-meonetary transaction as

provided under ACS 84510, Non-Monetary Transactions. The transaction did not ehelany cash proceeds and only the exchange of
intellectual property rights between the two comesn

We estimated the fair value of the license andoogtiransferred to be $0.75 million. Our estinvads based on the risk
adjusted discounted cash flow that is associatdutive research license and options to commeic&tdes transferred to Medimmune.
We recognized licensing revenue on the exchan§@.d6 million for the year ended December 31, 28qi2al to the fair value of the
assets transferred. We also recorded an asset® B0llion to reflect the licensing rights that wequired from Medlmmune in the
exchange; the capitalized rights are being amattizeer the shorter of the remaining patent tertherestimated useful life of the
license.

Medlmmune Ventures, Inc., an affiliate of Medlmmuwas one of our 5% stockholders and has a designeardBoard of
Directors as of December 31, 2012. As a resuluofioitial Public Offering that became effective &enber 2013, Medlmmune was no
longer a 5% stockholder.

Boehringer Ingelheim International GmbH

In 2007 we entered into a Research Licensee ardi@aohtion Agreement with Boehringer Ingelheim tntional GmbH
(BI). Under the agreement, we provided Bl with @e#ryear research license to one of our technologidcammercial options. We

identified the deliverables under the agreemeintcaption as the research licenses and optionscair@ commercial licenses to up to
two compounds. Upon exercise of an option to a ceroial license, we are eligible to receive futuiigestone payments and royalties.
We determined that the future milestones and rélpégyments were substantive and contingent anddwveod allocate any of the

upfront consideration to the milestones. The ugfpayment and the annual license fees are beimgnéed ratably into income over
the research license term which expired in 2011paynents for the commercial options were recoghiagéhe period the commercial
option was exercised since the options were coaetingnd substantive. During 2012, Bl advanced gpooomd that incorporates our
technology into clinical development and we recedigemilestone payment of $1.2 million and recogdithe payment as revenue in the
period the milestone event occurred. No revenwaeélto this arrangement was recognized in 2020b8. There is no deferred
revenue related to this agreement at Decemberl®4,. 2

Janssen, Research & Development, LLC

In 2009 we entered into a Research License and@pijreement with Janssen, Research & Developrak@t,(Janssen).
Under the agreement, we provided Janssen with-aaolusive research license and options for exatusommercial licenses to apply

our technology to their compounds. We identifieel deliverables under the agreement at inceptidheasesearch licenses and options
to acquire commercial licenses to up to three camgs. Upon exercise of an option, we are eligibleeteive future milestone and
royalty payments. We determined that the optiomsfature milestones and related payments were auotdge and contingent and we
did not allocate any of the upfront consideratiothe options or milestones. The upfront paymeritlo® million received at
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inception and the annual research license reneayahpnts are being recognized as revenue recortigalyraver the twe-year term of

the research license. During 2012, we recognizeed tevenue of $1.4 million consisting of $0.9llion in research license revenue and
$0.5 million for the exercise of a commercial optiNo revenues related to this arrangement wergrezed in 2014 and 2013. There
is no deferred revenue related to this agreemedée¢mber 31, 2104.

CSL Limited

In 2009 we entered into a Research License and @oomtization Agreement with CSL Limited (CSL -20p9Jnder the
agreement, we provided CSL with a research licemsee of our technologies and up to five commémgiéions. The upfront payment
of $0.75 million received at inception and the @alresearch license renewal payments w ere gnémed as revenue ratably over the

five —year term of the research license. During 2012regegnized total revenue of $1.8 million consigtif $0.3 million in annual
research license revenue and $1.5 million in rules payments. We identified the deliverables utideragreement at inception as the
five —year research licenses and options to acquire coomhBcenses.

In May 2013, we entered into an amendment to a Bep2009 Research License and Commercializatiomeé&gent with
CSL, which eliminated a contingent milestone paymequirement and reduced the royalty rate onalesgor a product in
development . The amendment provided for a payneon signing of $2.5 million. We determined thet amendment was a material
maodification to the original agreement and evalddbe remaining deliverables at the date of theraiment. We determined that the
remaining deliverables were the research licensehndxpires in February 2014 and four additionalans to take commercial licenses
through the term of the research period. The optiere considered to be substantive and contiragehtve did not allocate any of the
proceeds received in the amendment to the optidressamendment proceeds were recognized into inowerethe remaining period of
the research term. Total revenue recognized foyehes ended December 31, 2014, 2013 and 2012@asilion, $2. 4 million and
$1.8 million respectively. As of December 31, 2@degthave no deferred revenue related to this agreem

In March 2013, we entered into a License Agreemétit @SL Limited (CSL -2013 ). Under the terms oé thhgreement, we
provided CSL with a norexclusive commercial license to apply our technglmgone of their compounds. The agreement provided
upfront payment of $0.5 million and we are eligibb receive future milestones as CSL advancesdimpound into clinical
development. We determined that the deliverableeuthis agreement were the nagxclusive commercial license. We determined that

the future milestones and related payments wergtantive and contingent and we did not allocateddriie upfront consideration to
the milestones. We recognized zero and $0.5 mitiorevenue related to this agreement for the gaded December 31, 2014 and
2013, respectively. There is no deferred revenla¢es to this agreement at December 31, 2014.

Merck Sharp & Dohme Corp.

In July 2013, we entered into a License Agreemettit Merck Sharp & Dohme Corp (Merck). Under the tewhthe
agreement, we provided Merck with a neaxclusive commercial license to certain patenttsigh our Fc domains to apply to one of

their compounds. We also provided Merck with corgimgoptions to take additional neexclusive commercial licenses. The

contingent options provide Merck an opportunityaket non-exclusive commercial licenses at an amount lessttt@amount paid for

the original license. The agreement provided foungfnont payment of $1.0 million and annual manatece fees totaling $0.5 million.
We are also eligible to receive future milestored @yalties as Merck advances the compound inticeli development.

We determined that the deliverables under thiseagesmt were the norexclusive commercial license and the options. The
options are considered substantive and contingehhae amount of the upfront payment was allocated t
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these options. We also determined that the futulestones and related payments were substantive@rtthgent and did not allocate
any of the upfront payment to the milestones.

In the first quarter of 2014, Merck initiated a Riadsclinical trial which triggered a $0.5 millionilestone payment to us. F or
the years ended December 31, 2014 and 2013 totiue recognized was $0.6 million and $1.0 milliespectively. As of December
31, 2014, we had deferred revenue of $0.1 millelated to this agreement.

As of December 31, 2014, the Company may be eéigibreceive the following maximum payments frosncivllaborative
partners and licensees based upon contractual terims agreements assuming all options are exer@nd all milestones are achieved:

Potential Milestones (in millions) (1)

Total

Partner Development- based Regulatory - based Sales- based Milestones

MorphoSys $ 62.0 $ 187.0 $ 50.0 $ 299.0
Alexion 51.0 168.0 180.0 399.0
Bl 9.0 6.0 12.0 27.0
CSL 200¢ 6.0 4.0 5.0 15.0
CSL 2013 8.0 4.0 245 36.5
Merck 35 6.0 — 9.5
Novo Nordisk 36.3 51.0 80.0 167.3
Janssel 6.0 — 4.0 10.0
Total $ 1818 $ 4260 $ 3555 $ 963.3

(D) The payments are solely dependent upon activifitseocollaborative partner or licenst
The $9.5 million, $10.2 million and $9.5 million oévenue recorded for the years ended Decemb&034, 2013 and 2012,
respectively was earned principally from the foliogvlicensees (in millions):

Year Ended

December 31,
2014 2013 2012
Amgen $69 $ 22 $ 18
MorphoSys — 3.0 2.0
Janssel — — 1.4
Merck 0.6 1.0 —
Alexion 1.0 0.9 -
CSL 0.7 2.9 1.8
BI — — 1.2
Other 0.3 0.2 1.3
Total $ 95 $ 102 $ 95

As of December 31, 2014 and 2013 our accountsvagiei included $3.0 million and $0.1 million fradovo Nordisk A/S and
MorphoSys AG respectively.
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A substantial portion of our revenue is earned fomitaboration partners outside the United States -U.S. revenue is

denominated in U.S. dollars. A breakdown of ouerae from U.S. and NorU.S. sources for the years ended December 31, 2014,
2013 and 2012 is as follows (in millions):

Year Ended

December 31
2014 2013 2012
U.S. Revenu $ 86 $ 42 $ 44
Nor-U.S. Revenu: 0.9 6.0 5.1
Total $ 95 $ 102 $ 95

Deferred Revenue

Deferred revenue arises from payments receivedvarece of the culmination of the earnings procéss have classified
deferred revenue expected to be recognized witlimext 12 months as a current liability. We reiogdeferred revenue as revenue in
future periods when the applicable revenue recimgndriteria have been met. The total amounts tedaas deferred revenue were $4.6
million and $9.7 million for the years ended Debem31, 2014 and 2013, respectively.

Research and Development Expenses

Research and development expenses include costewefor our own and for our collaborators reseaand development
activities. Research and development costs arensggeas incurred. These costs consist primaribalafries and benefits, including
associated stockbased compensation, laboratory supplies, facibsts; and applicable overhead expenses of persdmeelly
involved in the research and development of neWrtelogy and products, as well as fees paid to ahgties that conduct certain
research development activities on our behalf. Bfienate preclinical study and clinical trial expesdased on the services performed
pursuant to the contracts with research institstimnd clinical research organizations that condodtmanage preclinical studies and
clinical trials on our behalf based on the actimétand expenses incurred by them. Further, waiaa@xpenses related to clinical trials
based on the level of patient enroliment and agtacording to the related agreement. We monigiept enroliment levels and related
activity to the extent reasonably possible and gtdistimates accordingly. During 2014, 2013 and®20& expensed $ 18.5 million, $
17.0 million and $12.7 million, respectively, fasearch and development.

We capitalize acquired research and developmehhtdogy licenses and thireparty contract rights and amortize the costs
over the shorter of the license term or the exgkgseful life. We review the license arrangementstae amortization period on a
regular basis and adjust the carrying value oathertization period of the licensed rights if therevidence of a change in the carrying
value or useful life of the asset. See “Patentenkes and other intangible assets.”
Cash and Cash Equivalents

We consider cash equivalents to be only those imeargts which are highly liquid, readily convertiltecash and which mature
within three months from the date of purchase.

The primary objectives for our investment portfaiee liquidity and safety of principal. Investmeate made to achieve the
highest rate of return for us, while maintainingisistency with these two objectives.
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Concentrations of Risk

Cash and cash equivalents are maintained at fialainstitutions and, at times, balances may exéegerally insured limits.
We have never experienced any losses related de ttedances. Amounts on deposit in excess of figleraured limits at
December 31, 2014 and 2013 approximated $54.Comidind $77.5 million, respectively.

We have payables with one service provider thaessmts 47% of our total payables and five semiogiders that represented
57% of our total payables for the years ended Dbeeei®1, 2014 and 2013, respectively. We rely ondritecal suppliers for the
manufacture of our drug product for use in ourichhtrials. While we believe that there are al&give vendors available , a change in
manufacturing vendors could cause a delay in thdahility of drug product and result in a delayocohducting and completing our
clinical trials. No other vendor accounted for mtiten 10.0% of payables at December 31, 2014 ah8.20

Fair Value of Financial Instruments

Our financial instruments primarily consist of castoney market funds, trade accounts receivabtmuats payable, accrued
expenses and convertible notes payable. The faiea cash, money market funds, trade accountsvalsle, accounts payable and
accrued expenses closely approximate their carmaiige due to their short maturities. The carnangpunts of convertible notes
payable approximate their fair value, as the irgierates, in consideration of the conversion fegtapproximate the interest rates
presently available to us.

We determine the fair value of the principal amaafrfinancial and nonfinancial assets and lialgstusing the fair value
hierarchy, which describes three levels of inphbi#t tay be used to measure fair value, as follows:

Level 1—Quoted prices in active markets for identical assetiabilities;
Level 2—Observable inputs other than Level 1 prices suduaged prices for similar assets or liabilitiespted prices for
identical or similar assets or liabilities in maikénat are not active, or other inputs that aseolable or can be corroborated

by observable market data for substantially thetéuin of the assets or liabilities; and

Level 3—Unobservable inputs that are supported by littlammarket activity and that are significant to thie value of
the assets or liabilities.

There are no fair value assets or liabilities .
Property and Equipment
Property and equipment are recorded at cost améclafed using the straightine method over the estimated useful lives of

the assets, ranging from three to seven yearhedease term, whichever is shorter. Expenditwesejpairs and maintenance are
charged to expense as incurred while renewalsraptbvements are capitalized. Useful lives by asaetgory are as follows:
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Computers, software and equipm 3 - 5 yearn
Furniture and fixture 5- 7 year
Leasehold improvemen 5 - 7 years or remainir

lease term, whichever is l¢
Patents, Licenses, and Other Intangible Assets

The cost of acquiring licenses is capitalized amdréized on the straight line basis over the shorter of the term of therlse

or its estimated economic life, ranging from fiee25 years. Thirdparty costs incurred for acquiring patents aretaiped.

Capitalized costs are accumulated until the eaofiéhe period that a patent is issued or we abautie patent claims. Cumulative
capitalized patent costs are amortized on a straigie basis from the date of issuance over the shoftthe patent term or the
estimated useful economic life of the patent, mgdiom 13 to 20 years. Our senior management, advice from outside patent
counsel, assesses three primary criteria to dateriha patent will be capitalized initially: i)dknical feasibility, ii) magnitude and
scope of new technical function covered by thergatempared to the company’s existing technology etent portfolio, particularly
assessing the value added to our product candidatieensing business, and iii) legal issues, pritp assessment of patentability and
prosecution cost. We review our intellectual préyen a regular basis to determine if there arengba in the estimated useful life of
issued patents and if any capitalized costs fasaw@d patents should be abandoned. Capitalizedt pais related to abandoned patent
filings are charged off in the year of the decis o abandon. During 2014, 2013 and 2012 , we absettipreviously capitalized patent
and licensing related charges o f $509,000 500 and $388,000 , respectively.

The carrying amount and accumulated amortizatigmaténts, licenses, and other intangibles is é@Asl(in thousands):

December 31

2014 2013
Patents, definite lifi $ 5720 $ 4,834
Patents, pending issuar 3,654 3,515
Licenses and other amortizable intangible as 1,797 1,917
Nonamortizable intangible assets (tradema 400 369
Total gross carrying amou 11,571 10,635
Accumulated amortizati—patents (1,776 (1,395
Accumulated amortizati—licenses and oth (679 (426)
Total intangible assets, r $ 9116 §$ 8814

Amortization expense for patents, licenses, andrattiangible assets was $694,000, $598,0066ar#,000 for the years
ended December 31, 2014, 2013 and 2012, respactivel
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Future amortization expense for patents, liceremas other intangible assets recorded as of Dece®ih@014, and for which
amortization has commenced, is as follows:

Years ending
December 31

(in thousands)

2015 $ 535
2016 538
2017 538
2018 527
2019 515
Thereaftel 2,408
Total $ 5,061

The above amortization expense forecast is an a&imctual amounts of amortization expense magdifom estimated
amounts due to additional intangible asset aciuisit impairment of intangible assets, acceleratadrtization of intangible assets, and
other events. As of December 31, 2014, the Compasy$3.7 million of intangible assets which arepnocess and have not been
placed in service and, accordingly amortizatiorit@se assets has not commenced.

Long -Lived Assets

Management reviews longived assets which include fixed assets and iceidantifiable intangibles for impairment

whenever events or changes in circumstances irdibat the carrying amount of an asset (or assepymay not be recoverable.
Recoverability of assets to be held and used isuared by a comparison of the carrying amount cisset to undiscounted net cash
flows expected to be generated by the asset. if aasets are considered to be impaired, the impairto be recognized is measured as
the amount by which the carrying amount of the tasseceeds the fair value of the assets. Fair valueur long-lived assets is

determined using the expected cash flows discowattadate commensurate with the risks involved.

As of December 31, 2014, we determined that outimoing losses from operations triggered a reviéthe carrying value of
our long-lived assets including our capitalized patent acehking costs. We conducted an impairment anabjdtse assets in
accordance with ASC 360 by estimating the futurdissounted cash flows as of December 31, 2014 absnp family, which included
granted and pending patents and related licensequfposes of the analysis, we grouped our pabetatshe four primary technology
groups, llb, ADCC, Xtend and, bspecific, and compared the carrying value of treupgrto the undiscounted cash flows expected to be
received from the patents in each group. We deterdnihat the fair value of the potential futurehcisws using this method was in
excess of the carrying value of the intangible ssae of December 31, 2014. The patent groupssessés impairment were the Ilb,
ADCC, Xtend and bi-specific patent families and represented the lovesst of cash flows for evaluation. These fourgmatamilies
cover all of our current product candidates andoourent license agreements. We modeled the casis from our internal product
development program XmAb7195 and licensed progtamisuse each particular category of patent agéetused multiple published
sources of pharmaceutical product development $talgee rates to estimate failure rates at eaafesof clinical development in order
to probability weight the cash flows for each imdrand licensed program. We did not recognizess filmm impairment for the years
ended December 31, 2014, 2013 or, 2012.

Income Taxes

We account for income taxes in accordance withauiog guidance which requires an asset and ligitzipproach to financial
accounting and reporting for income taxes. Defemedme tax assets and liabilities are computediahnfor differences between the
financial statement and tax bases of assets dpititiess that will result in taxable
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or deductible amounts in the future based on eddatelaws and rates applicable to the periodshithvthe differences are expected to
affect taxable income. Valuation allowances aral#isthed when necessary to reduce deferred tatsaeshie amount expected to be
realized. Income tax expense is the tax payabtefandable for the period plus or minus the chahging the period in deferred tax
assets and liabilities.

We assess our income tax positions and recordetaefits for all years subject to examination bagsoh our evaluation of the
facts, circumstances and information availabl&éatreporting date. For those tax positions whegeetis greater than 50% likelihood
that a tax benefit will be sustained, we have rdedrthe largest amount of tax benefit that mayrg@thy be realized upon ultimate
settlement with a taxing authority that has fulblubedge of all relevant information. For those imebtax positions where there is a
50% or less likelihood that a tax benefit will hes&ined, no tax benefit has been recognized ifithacial statements.

Our policy is to recognize interest and penaltiesexes, if any, as a component of income tax es@eWWe did not have any
uncertain tax positions at December 31, 2014 08201

We are potentially subject to tax authority autbtsthe years 2011 and onwards for U.S. federgb@ses and 2 0 10 and
onwards for state purposes.

Stock -Based Compensation

We recognize compensation expense using aVailue-based method for costs related to all skdn@sed payments,
including stock options and shares issued undeEmployee Stock Purchase Plan (“ESPP”) . Stdzsed compensation cost related
to employees and directors is measured at the dedef based on the faivalue—based measurement of the award using the
Black -Scholes method, and is recognized as expenselmvegquisite service period on a straiglitie basis. We are required to
estimate forfeitures at the time of grant and meti®se estimates in subsequent period if actui@ifiores differ from those estimates.
We use historical data and industry publishedsttesi to estimate prevesting option forfeitures and record steddased compensation
expense only for those awards that are expecteesto We recorded stoelbased compensation (benefit) and expense for stoaked

awards to employees , directors and consultarapmfoximately $1.8 million, $198,000 and $29,000the years ended December 31,
2014, 2013 and 2012, respectively. Included ir20®4 total compensation expense is $172,000 undeedP P .

Options granted to individual service providerd tr@ not employees or directors are accountedtfestimated fair value
using the Black-Scholes optior-pricing method and are subject to periodie-mgeasurement over the period during which the sesvic
are rendered.

Net Loss Per Share
Basic net loss per common share is computed bdlidiyithe net loss by the weightedverage number of common shares

outstanding during the period. Potentially dilutsecurities consisting of stock options at Decen3de2014, 2013 and 2012, and
convertible preferred stock and convertible promrgsotes at December 31, 2012 and 2011
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were not included in the diluted net loss per comrsitares calculation because the inclusion of shahes would have had an

antidilutive effect.

Year Ended
December 31
2014 2013 2012

(in thousands)
Convertible preferred stoc — — 12,188
Convertible promissory not¢ — — 2,800
Options to purchase common stc 2,827 1,794 1,305
Employee stock purchase plan she 25 — —
Total 2,852 1,794 16,293

The loss for the period ended December 31, 2013djssted, for purposes of the diluted net incoerespare calculation, to
reflect the deemed contribution of $144.8 millidihis reflects a deemed contribution of $148.1 imlffrom the exchange of

convertible preferred stock, a deemed dividendlo® $million for the difference between the faituaof the shares of Series-A
convertible preferred stock and the price at wisicares were sold in June 2013, and an additioeaheé dividend of $2.3 million for
the difference between the fair value of the shaféeries A-1 convertible preferred stock and the price at tlaidditional shares

were sold in the subsequent SerieslAclosing in September 2013.
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For 2013, t he diluted loss per share calculatasumes the conversion of outstanding shares ofectinle preferred stock into

common stock using the a# converted method.

Year Ended December 3:
2014 2013 2012
(in thousands, excep
per share data)

Basic

Numerator:

Net loss (16,422 $ (60,259 $ (8,594
Deemed contributio — 144,765 —

©*

Net income (loss) attributable to common stockhelder basic income per she $ (16,422 $ 84,506 $ (8,594
Denominator

Weightec-average common shares outstanc 31,390,631 2,472,581 72,302
Basic net income (loss) per common st $ (052 $ 3418 $ (118.86
Diluted:

Numerator:

Net income (loss) attributable to common stockhlder basic net loss per sh $ (16,422 $ 84,506 $ (8,594
Deemed contributio — (144,765 —
Net loss attributable to common stockholders fartdid net loss per sha $ (16,422 $ (60,259 $ (8,594
Denominator

Weighted average number of common shares outsguodied in computing bas

net (loss) income per common sh 31,390,631 2,472,581 72,302
Dilutive effect of conversion of convertible prafed stock — 13,173,20¢ —
Weightec-average number of common shares outstanding usemiriputing net los

per common shat 31,390,631 15,645,78¢ 72,302
Diluted net loss per common shi $ (052 $ (3.85, $ (118.86

Segment Reporting

The Company determines its segment reporting based the way the business is organized for makpggaiing decisions
and assessing performance. The Company has onlgpanating segment related to the development afrpaceutical products.

2. Convertible Notes Payable

In 2009, we issued $7.7 million of convertible piesory notes (the 2009 Notes) to existing preéesteckholders. Originally,
the 2009 Notes had an interest rate of 10.0% pmurarand original maturity date of September 30,9208ich was subsequently
extended to July 31, 2011. In June 2011, the 20fi@Nwere amended to increase the interest rateeddote from 10.0% to 12.5% and
to extend the maturity date to December 31, 2012.

In December 2010, we issued an additional $7.3iamibf convertible promissory notes (the 2010 Npt® existing preferred
stockholders. The 2010 Notes bear similar ternte@®009 notes and, originally had an interesto&0.0% per annum and an original
maturity date of December 31, 2011. In Decembef 2fife 2010 Notes were
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amended to increase the interest rate from 10.022.6% and to extend the maturity date of the Ntd3ecember 31, 2012.

In December 2012 the maturity dates for the 200&8land the 2010 Notes were extended to April @532nd in April 2013
the maturity dates were extended again to Jun2Qg, with each such extension considered to bedifivation of debt under ASC

470-50-40.

In June 2013, and prior to the maturity dates ef2809 Notes and the 2010 Notes, our Board of Rire@nd the requisite
stockholders and holders of the 2009 Notes and R@it€s agreed to exchange the outstanding princifmkhares of our Series-A

convertible preferred stock in connection with a@arent financing . The exchange of the 2009 Nates2010 Notes was not pursuant
to the terms of the applicable notes so we accduiotethe exchange as an extinguishment of thenaigiebt instrument .

3. Capital Structure
Authorized Capital Stock

We are authorized to issue 200,000,000 sharesnoinem stock and 10,000,000 shares of preferred stoci December 31,
2014. We had 200,000,000 shares of common stock@0@0,000 shares of preferred stock authorized Becember 31, 2013.

4. Property and Equipment
Property and equipment consist of the following:

December 31

2014 2013
(In thousands)
Computers, software and equipm $ 4270 $ 3514
Furniture and fixture 97 89
Leasehold and tenant improveme 3,086 3,081
7,453 6,684
Less accumulated depreciation and amortize (6,554 (6,377

$ 899 $ 307

During 2012, we entered into a capital lease fata@® computer equipment for $22,000 . Total asseter capital lease were
$22,000 as of December 31, 2014 and 2013, respgctaccumulated depreciation for these assetsp@@H00 and $12,900 at
December 31, 2014 and 2013, respectively.

Depreciation expense in 2014, 2013 and 2012 wa8,828 , $113,000 and $154,000 , respectively.
5. Income Taxes

We use the assets and liability method to accamintome taxes in accordance with ASC 740, Income taxes. Under this
method, deferred income tax assets and liabilitiesdetermined based on differences between fiabregorting and tax bases of assets
and liabilities. At each balance sheet date, wéueta the available evidence about future taxailerne and other possible source of
realization of deferred income tax assets, andrdegwaluation allowance that reduces the deféneaime tax assets to an amount that
represents management’s best estimate of the arobsath deferred income tax assets that moreylikeln not will be realized. We
did not record a liability or an asset relatedriaiacertain tax position for the years ended Deeergh, 2014 and 2013.
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Our effective tax rate differs from the statutoegléral income tax rate, primarily as a result efdperating loss and tax credit
s generated . For the years ended December 34, 2013 and 2012 there was no current provisiofefiteral or state income taxes
due to taxable losses incurred in each of the years

A reconciliation of the federal statutory income tate to our effective income tax rate is as foqin thousands):

Year Ended
December 31
2014 2013 2012

Federal statutory income tax ri $ (5,583 $ (20,488 $ (2,922
Loss on settlement of not — 18,884 —
Non-deductible research and development ci 435 — 336
Stock based compensati 478 — —
Other 2 4 12
Net change in valuation allowan 4,668 1,600 2,574
Net effective tax rat $ — % — % =]

The tax effect of temporary differences that gige to a significant portion of the deferred tageds and liabilities at
December 31, 2014 and 2013 is presented belovdumstands):

2014 2013

Deferred income tax asset

Net operating loss carryforwar

Research credi

Depreciatior

Stocl-based compensatic

Accrued compensatic

Deferred revenu

Gross deferred income tax asse
Valuation allowance
Net deferred income tax asset
Deferred income tax liabilities

Patent cost

Licensing cost:

Capitalized legal cos

Gross deferred income tax liabilities

Net deferred income tax asset/(liability’

$ 47,401 $ 58,286

12,789 24,276
790 849

— 52

373 137
1,836 3,899
63,189 87,499
(59,602 (84,045
3,587 3,454
(3199 (2,929
(317) (406,
(71) (119
(3587 _ (3,454

$

$

Due to the uncertainty surrounding the realizatibthe benefits of our deferred tax assets in &tax periods, we have placed
a valuation allowance against our deferred taxtas$be Company recognizes valuation allowancesdace deferred tax assets to the
amount that is more likely than not to be realiZBte Company’s net deferred income tax asset isnooé likely than not to be realized
due to the lack of sufficient sources of futureatabe income and cumulative book losses that haudtesl over the years. During the
years ended December 31, 2014, the valuation atlogveecreased by $ 21.4 million; during 2013 @leation allowance increased by
$3.0 million. Upon analysis, there were change @wnership under Section 382 of the Internal Reedbode and related state
provisions. Section 382 limits the amount of netraging losses and tax credit forwards that magvadélable after a change in
ownership. The Company has adjusted its net operiss and tax credit carryforwards to reflectithpact of the section 382
limitations. The Company’s tax returns remain oftzepotential inspection for the years 201 1 andand for federal purposes and

2010 and onwards for state purposes.
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As of December 31, 2014, we had cumulative netaipey loss carryforwards for federal and state inedax purposes of $16
9. 2 million and $13 4 . 2 million respectivend available tax credit carryforwards of approxeha$l 5.2 million for federal
income tax purposes and $ 11.5 million for stat®me tax purposes, which can be carried forwaaffget future taxable income, if
any.

Our federal net operating loss carryforwards exstieeting in 2019 , state net operating lossesrexgtarting in 2015 and f
ederal tax credit carryforwards expire startin@@33 . Utilization of the net operating losses tmdcredits are subject to a substantial
annual limitation due to “ ownership changes ” ihiccurred. As a result of these changes, prossiothe Internal Revenue Code of
1986 under Section 382 and similar state provisinag result in the expiration of certain of our operating losses and tax credits
before we could use them.

6. Stock-Based Compensation

Our Board of Directors and the requisite stockhdgeeviously approved the 2010 Equity IncentivenPIn October 2013, our
Board of Directors approved the 2013 Equity Inosnplan (the 2013 Plan) and in November 2013 maks$iolders approved the 2013
Plan. The 2013 Plan became effective as of Dece®)2813, the date of the Company’s IPO. As ofddalger 2, 2013, we suspended
the 2010 Plan and no additional awards may be eglaintder the 2010 Plan. Any shares of common stoekred by awards granted
under the Prior Plans that terminate after Decer®p2013 by expiration, forfeiture, cancellationather means without the issuance of
such shares will be added to the 2013 Plan reserve.

As of December 31, 2014, the total number of shafesmmon stock available for issuance under 082 lan was
5,409,980 , which includes 2, 662,065 of commoulstbat were available for issuance under the FRians as of the effective date of
the 2013 Plan. Unless otherwise determined by ted® beginning January 1, 2014, and continuing tha& expiration of the 2013
Plan, the total number of shares of common stoelladle for issuance under the 2013 Plan will aattically increase annually on
January 1 by 4% of the total number of issued artstanding shares of common stock as of Decembef 8t immediate preceding
year. On January 1, 2014, the total number of shafreommon stock available for issuance unde@e3 Plan was automatically
increased by 1,254,179 shares, which number isded in the number of shares available for issuaboge. As of December 31, 2014
a total of 1,063,500 options had been issued uh@e?013 Plan.

In November 2013, our Board of Directors and stoddtbrs approved the 2013 Employee Stock Purchase(BSPP), which
became effective as of December 5, 2013. UndeE8P our employees may elect to have between lefHieir compensation
withheld to purchase Company stock at a discoum. HSPP has an initial two -year term that inclfdas six -month purchase
periods and employee withholding amounts may bd tspurchase Company stock during each six-momtbh@ase period. The total
number of shares that can be purchased with thdeliding amounts are based on the lower of 85%@fXompany’s stock price at the
initial offering date or, 85% of the Company’s s$tguice at each purchase date. We have resenadlat 581,286 shares of common
stock for issuance under the ESPP. Unless othedeisgmined by our Board, beginning on Januanl42and continuing until the
expiration of the ESPP, the total number share®wrfmon stock available for issuance under the B&FPButomatically increase
annually on January 1 by the lesser of (i) 1%heftbtal number of issued and outstanding sharesmifmon stock as of December 31
of the immediately preceding year, or (i) 621,&héres of common stock. On January 1, 2014, takrtomber of shares of common
stock available for issuance under the ESPP wasretically increased by 313,545 shares, which nurisbacluded in the number of
shares reserved for issuance above. As of DeceBib@014, we have issued a total of 63,864 shdresnomon stock under the ESPP.

Information with respect to stock options outstagds as follows:

December 31
2014 2013 2012

Exercisable option 1,393,72¢ 1,203,88¢ 1,094,57:
Weighted average exercise price per share of esedsle option: $ 1.01 % 059 $ 0.59
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Weighted average grant date fair value per shaoptidns granted during tt

year $ 739 $ 378 $ 0.34
Options available for future grar 2,583,18¢ 2,403,36¢ 753,692
Weighted average remaining contractual 6.43 5.72 7.79
The following table summarizes stock option acyivir the years ended December 31, 2014 and 2013:
Weightec-
Weightec- Average
Average Remaining
Exercise Contractual Aggregate
Number of Price Term Intrinsic Value
Shares (Per Share)(1) (in years) (in thousands)(2)
Balances at December 31, 2( 1,304,84¢ $ 0.59 7.79
Options grante 517,062 4.29
Options cancele (5,305 0.59
Options exercised(¢ (22,391 0.59
Balances at December 31, 2( 1,794,21¢ 1.66 572 $ 13,429
Options grante 1,049,521 10.99
Options forfeitec (2,000 10.31
Options exercised(< (15,941 0.59
Balances at December 31, 2( 2,826,79¢ $ 5.12 6.43 $ 30,863
As of December 31, 201
Options vested and expected to \ 2,531,221 $ 4.72 6.12 $ 28,642
Exercisable 1,393,72¢ $ 1.01 368 $ 20,949
D The weighted average exercise price per sharagesndi@med using exercise price per share for stations.
2) The aggregate intrinsic value is calculated aglifierence between the exercise price of the opiweh the fair value of ot

common stock for ir the-money options at December 31, 2014.

?3) The total intrinsic value of stock options exerdiseas$155,00Cand$191,00(for the years ended December 31, 2014

2013 respectively. There weno option exercises in 201
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The stock options outstanding and exercisable leyotse price at December 31, 2014 are as follows:

Stock Options Outstanding Stock Options Exercisable
Weighteo-
Average
Remaining Weighted- Weighteo-
Range of Contractual Average Average
Exercise Number of Term Exercise Price Number of Exercise Price
Prices Shares (in years) Per Share Shares Per Share
$0.59- $4.25 1,763,294 4.71 $ 1.63 1,388,77¢ $ 0.99
$4.25- $8.56 55,000 9.28 $ 7.73 4950 $ 5.50
$9.26-16.52 1,008,50( 928 % 11.1 — % —
2,826,794 6.43 $ 5.12 1,393,72¢  § 1.01

We estimated the fair value of employee and f@mployee awards using the BlaeRcholes valuation model. The fair value
of employee stock options is being amortized otraght-line basis over the requisite service period ofavards. Management's
estimates the probability of neremployee awards being vested based upon an ewasudtthe non-employee achieving their specific
performance goals.

Options granted after our Initial Public Offerirage issued at the fair market value of our stodck@tate the grant is approved
by our board of directors. For 2013 options gramuedr to our Initial Public Offering, we used aestimated fair value of $4.25 per
share as determined by the board of directors baséuput from management. For the options grameke year ended December 31,
2012, we used an estimated fair value per sha$8.68, originally determined by our Board of Distas of December 31, 2009. For
options granted prior to 2012, w e used the capgaét valuation model to determine fair value Withfollowing key assumptions:
junior nature of the common stock to outstandingveotible preferred stock and convertible prefepeamissory notes, conversion
dilution, minority status and the illiquid natureaur common stock.

The fair value of employee stock options was edéahasing the following weighted average assumptfonthe years ended
December 31, 2014, 2013 and 2012

Options
2014 2013 2012
Common stock fair value per sh: $ 8.56-16.5. $ 5.50 $ 0.59
Expected volatility 77.4% 86.7% 63.7%
Risk-free interest rat 1.67%- 1.96% 0.9%-2.1% 2.68%
Expected dividend yiel — — —
Expected term (in year 6.0 6.0 6.0
ESPP
Year Ended
December 31
2014 2013 2012
Expected term (year: 0.:-2.C — —
Expected volatility 70.6%- 71.8% — —
Risk-free interest rat .06%- .46% — —

Expected dividend yiel — — —
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Total employee, director and neemployee stockbased compensation expense recognized was asdgollow

Years Ended
December 31

(In thousands) 2014 2013 2012
General and administratiy $ 848 $ 40 $ 19
Research and developm: 1,013 158 10

$ 1861 $198 § 29

The expected term of stock options representswérage period the stock options are expected taireoutstanding. The
expected stock price volatility for our stock opiscfor the years ended December 31, 2014, 2012@t®2 was determined by
examining the historical volatilities for industpgers and adjusting for differences in our lifeleyand financing leverage. Industry
peers consist of several public companies in thpharmaceutical industry.

We determined the average expected life of stotloapbased on the simplified method because curnman stock has not
been publicly traded for an extended period andlavaot have a track record of establishing thetilitya For all option grants prior to
our Initial Public Offering we were a privately detompany.

The risk-free interest rate assumption is based on theTWeBsury instruments whose term was consistenttivitexpected
term of our stock options.

The expected dividend assumption is based on storiiand expectation of dividend payouts.

At December 31, 2014, 2013 and 2012, the unamdrtipenpensation expense related to unvested stdicnspvas $7.6
million, $895,000 and $26,000 , respectively. Temaining unamortized compensation expense wilebegnized over the next 3.57
years At December 31, 2014, the unamortized cosgiEm expense of $204,000 under our ESPP wilebegnized in the next year.

7. Commitments and Contingencies

Although we may be involved from time to time itidation incidental to our business, we are notentty aware of any
ongoing, pending or threatened litigation which Widuave a material adverse effect on our finarpisition, results of operations and
cash flows. However, unforeseen litigation mayrbgated by us or by third parties. Such litigatioould adversely affect our business,
financial position and results of operations anadiour attention and resources from other matters

In 2009, we purchased certain computer equipmetterua three-year capital lease. Total payments due under thigatéease
are listed below.

In 2011, we entered into an agreement with itsltaddo amend the terms of its existing facilitpée in Monrovia, California.
The new lease extends the term of the lease frommda 2012 to April 2015 and provides for a newt ayment schedule. In January
2015, we entered into a new lease agreement favitineovia propert y the new lease replaces the pusviease and extends our lease

term to June 2020 with an option to renew for aditazhal five year. The new lease is a narancelable operating lease. We are
responsible for other lease related costs suckm@®ipal property taxes, insurance, maintenance@ibs.

In May 2014 we entered into a lease for office spacan Diego, California. The lease term is fom2@nths with an option to
renew for an additional year. The total paymentieurthe lease are approximately $200,000 .
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Future minimum payments under the rarancelable operating and capital leases consteedbllowing at December 31,
2014 (in thousands):

Capital
Equipment Operating

Years ending December 31 Lease Leases

2015 $ 2 $ 398
2016 — 598
2017 — 547
2018 — 564
2019 — 581
Thereaftel — 299
Total $ 2 $ 2,987

Net rent expense for the years ended Decembe034, @hd 2013 was $597,000 and $547,000 respectively

Guarantees

In the normal course of business, we indemnifyatertmployees and other parties, such as colldborpartners and other
parties that perform certain work on behalf offarthe Company or take licenses to our techno&diawse have agreed to hold these
parties harmless against losses arising from aadbr of representations or covenants, intellegigderty infringement or other claims
made against these parties in performance of Wik with us.

These agreements typically limit the time withinigihthe party may seek indemnification by us aredaimount of the claim. It
is not possible to prospectively determine the maxn potential amount of liability under these indhéfication agreements since we
have not had any prior indemnification claims orichito base the calculation. Further, each poteciaam would be based on the
unique facts and circumstances of the claim ang#hntcular provisions of each agreement. We ateaware of any potential claims
and did not record a liability as of December 31142and 2013.

8. 401(k) Plan

We have a 401(k) plan covering all fulime employees. Employees may make-ex contributions up to the maximum

allowable by the Internal Revenue Code. Participant immediately vested in their employee contiging and employer discretionary
contributions, if any. No employer contributionsresenade for the years ended December 31, 2014, @AG12.

9. Related Parties

On September 4, 2013, our Board of Directors aigbdrthe forgiveness of the outstanding principal eaterest of
approximately $166,000 , under the promissory froi@ our Chief Executive Officer, effective and tiogent upon the filing of a
registration statement on Form-$ for our initial public offering with the U.S. Sexties and Exchange Commission.

10. Conversion of Convertible Promissory Notes anBreferred Stock

In June 2013, our Board of Directors and the reguilders of the 2009 Notes and 2010 Notes anuisite preferred
stockholders agreed to a series of transactiofulews:
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* an exchange of the outstanding principal due or2€@® Notes and 2010 Notes for shares of Serie% éonvertible
preferred stock and cancellation of the accruedusupaid interest thereon, pursuant to a Note CanweAgreement
* an exchange of the current outstanding sharesetéffed Series A—E for Series-A convertible preferred stock purst
to the operation of provisions in our amended astihted certificate of incorporatic
* the sale of an additional $10.0 million in Series Aconvertible preferred stock to existing stockleodd and
* the conversion of certain shares of SerieslAconvertible preferred stock into shares of Sekie® convertible preferred

stock at a conversion rate of 1 for 3, pursuarat heandatory conversion provision (e.g. a “pay &y’pprovision) in our
amended and restated certificate of incorpora
The primary business purpose for this series oftations was to raise an additional $10 milliosagital from the sale of

shares of our Series AL convertible preferred stock (the financing). Bxehange of Notes, cancellation of interest, restant of our
certificate of incorporation to effect the exchamngé®referred Series A—E for Series-A convertible preferred stock and the

conversion of certain shares of SeriesJAconvertible preferred stock for shares of Setie® convertible preferred stock were each

negotiated aspects of, and conditions to, the Giman When considering the terms for the financig, Board of Directors took these
conditions into account and, ultimately, determitteat the financing was in the best interests ef@ompany and our stockholders.
Subsequent to approval of the financing by our Badirectors, the requisite stockholders and éddf the Notes also approved this
series of transactions.

Under the terms of the Note Conversion Agreeméetidtal outstanding principal due on the Notesfalune 13, 2013 was
exchanged for 45,902,321 shares of Seried Aonvertible preferred stock, 5,303,597 of whidrevsubsequently converted into
1,766,097 shares of Series-& convertible preferred stock. We determined thatger share fair value of the shares of Seried A
convertible preferred stock issued was $1.54 aeddtal fair value of the issued shares under thie lLonversion Agreement was
$70.7 million and we recognized a loss on the arge of $48.6 million for the difference in therfaalue of the shares of Series-A
convertible preferred stock and the carrying valfithe Notes as of June 13, 2013.

The $48.6 million loss is reported on our Statenoéi@peration as a Loss on Settlement of Notesi@dther Expense for the
year ended December 31, 2013. Associated transamiits of $41,000 related to the exchange wererseal.

After the exchange of the Notes, the outstandirgeshof Preferred Series A—E were exchanged fa171187 shares of
Series A-1 convertible preferred stock, 257,409 of whicheveubsequently converted into 85,717 shares oé$S&r2 convertible
preferred stock. We determined the fair value efghares of Series Al convertible preferred stock issued to be $3.0iamiand we

recorded a deemed contribution to equity of $14@iion equal to the difference in the fair valokthe shares issued and the carrying
value of the existing shares of Preferred SeriesEAWe record issuance costs related to our prefestiezk sales as a reduction to

paid-in capital at the time the preferred securitiesissaed and reflect the carrying value of the preféstock at the aggregate

issuance price. We record these issuances as -acash equity distribution at the date of redemptidre deemed contribution has been
adjusted to reflect $3.0 million of original issu@ costs of the Preferred Series A—E.

We determined that the value of the Series2Aconvertible preferred stock to be $0.58 per shatetal of 1,851,814 shares of

Series A-2 convertible preferred stock with a fair valuebdf1 million were issued in exchange for 5,561,60&res of Series Al
convertible preferred stock with the fair valuebg8f6 million. We recognized a deemed
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contribution of $7.5 million for the difference the fair value of the shares of Series2convertible preferred stock issued in

exchange for the shares of SeriesIAconvertible preferred stock.

On June 26, 2013 we sold 5,586,510 shares of additSeries A-1 convertible preferred stock to existing stockleoddat a
purchase price of $1.36 per share for aggregatepds of $7.6 million. We determined that the ¥alue of the shares sold in June
2013 to be $8.6 million and we recorded a deenadehd of $1.0 million for the difference in tisales price of the Series-A

convertible preferred stock and the fair valuehef shares. The $40,000 of transaction costs refatib@ sale was recorded against
Additional Paid in Capital.

We determined that the fair value of the Serieslfand Series A2 convertible preferred stock as of June 26, 2048 $1.54
and $0.58 , respectively. We used the probabiltgighted expected return method (PWERM) to deterrfiadair value of the shares
of the Series A-1 and A-2 convertible preferred stock. PWERM is a scenabased analysis that estimates the value per shaeglb

on the probability-weighted present value of expected future investmetarns, considering each of the possible outcoavailable to
us, as well as the economic and control rightsacheshare class.

On September 23, 2013 we sold 1,766,430 additsimaies of Series Al convertible preferred stock for gross proceeds of

$2.4 million at a purchase price of $1.36 per shdfe determined the fair value of the shares aES& -1 convertible preferred stock

sold to be $4.7 million, based on a per sharevilire of $2.69 , determined by estimating the rpnige value of the Company based on
a projected offering price in an initial public efing, and we recorded a deemed dividend of $2lBomfor the difference in the sales

price of the Series Al convertible preferred stock and the fair valu¢ghefshares. Transaction costs of $34,000 relatttetsale were
recorded against Additional Paid in Capital.

11. Initial Public Offering

On December 2, 2013, we commenced our initial pulffiering pursuant to a registration statemenform S-1 that was
declared effective by the SEC on December 3, 20i@i3tzat registered an aggregate of 14,639,500 slodi@ir common stock for sale
to the public at a price of $5.50 per share andggmegate offering price of $80,517,250 . The ffferimg proceeds to us, after
deducting underwriting discounts and commissiortsaffering costs, were approximately $72.5 milli@eferred offering costs as of
December 31, 2013, consisted of legal, accoungirigting and filing fees incurred in the preparatmf the Company’s Registration
Statement on Form Sl1 as part of the Company’s IPO have been offsehagthe IPO proceeds upon the completion of tierioflg in
December 2013.

12. Subsequent Events

We completed an evaluation of all subsequent evbrasigh the date the financial statements werees$o ensure that this
filing includes appropriate disclosure of eventthhecognized in the December 31, 2014 financ&kstents and events which
occurred but were not recognized in the finanditesnents.

In January 2015, we entered into a new lease agmdior the Monrovia property. The new lease agregmeplaces the
existing lease, is effective January 1, 2015 arnenels the term of the lease to June 2020. The irelsrles an option to renew at our
discretion for an additional five years at the @iéng market rate. The total payments under the lease are $2.8 million. We are also
obligated for other lease related costs such aopal property taxes, insurance, maintenance aliteéeat
13. Condensed Quarterly Financial Data (unaudited)

The following table contains selected unauditedririal data for each quarter of 2014 and 2013.uf@eidited information
should be read in conjunction with the Companyiaficial statements and related notes included besew
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in this report. The Company believes that the feile information reflects all normal recurring asljments necessary for a fair

presentation of the information for the periodsspreed. The operating results for any quarter ar@ecessarily indicative of results for
any future period.

Quarterly Financial Data (in thousands, except peshare data):

2014 Quarter Ended

March 31, June 30, September 30 December 31
Total revenue $ 2,184 $ 824 $ 848 $ 5,664
Loss from operation (3,767 (5,053 (6,287 (1,350
Net loss (3,751 (5,044 (6,278 (1,349
Basic net loss per common sh (0.12 (0.16; (0.20 (0.04
Diluted net loss per common shi $ 012, $ (0.16, $ (0.20, $ (0.04;

2013 Quarter Ended

March 31, June 30, September 30 December 31
Total revenue $ 1,345 $ 3921 $ 3,161 $ 1,745
Loss from operation (3,961 (1,006 (1,843 (3,710
Net loss (4,612 (50,109 (1,835 (3,703
Basic net loss per common sh (63.78 1,341.67 (57.87 (0.37
Diluted net loss per common shi $ (63.78 % (388 $ (57.87 $ (0.37
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Item 9. Changes in and Disagreements with Accotants on Accounting and Financial Disclosure

Not applicable.
Item 9 A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management, Chief Executive Officer and VicesRfent of Finance, evaluated the effectivenesaipélisclosure controls
and procedures as of December 31, 2014. The tastiddure controls and procedures," as definediiefk13a-15(e) and 15d-15(e)
under the Exchange Act, means controls and otleeegdures of a company that are designed to ersatranformation required to be
disclosed by us in the reports that we file or sizlimder the Exchange Act is recorded, processednsarized and reported within the
time periods specified in the SEC's rules and forms

Disclosure controls and procedures include, withiouitation, controls and procedures designed suemthat information
required to be disclosed by us in the reportswrefile or submit under the Exchange Act is accuatad and communicated to our
management, including our Chief Executive Officed &ice President of Finance, as appropriate,ltwaimely decisions regarding
required disclosure. Based on this evaluation,thedemediation of the material weakness identifiedur internal control over
financial reporting as of December 31, 2013, asnilesd below, our Chief Executive Officer and ViReesident of Finance concluded
that our disclosure controls and procedures wdeetiafe as of December 31, 2014 at the reasonabl@&rance level.

Material Weakness Previously Identified

As previously reported in our annual report on FAOK for the year ended December 31, 2013, owpeddent registered
public accounting firm identified a material weaksén our internal control over financial reportirgated to revenue recognition as it
relates to properly recording negotiated termsamdlitions in our product development partnershipg license agreements and the
misapplication of GAAP with respect to the timinigtioe recognition of revenue for such agreemeifitsese errors arose from control
deficiencies that, in the aggregate, could resudt inisstatement to the aforementioned accoahtthuld result in a material
misstatement of our annual or interim financiatesteents that would not be prevented or detected.

Remediation of Material Weakness

Subsequent to the identification of the materiahkveess, we improved our controls by increasingéieurces in our legal and
accounting departments and improving our procedoves review of material contracts. We have hireeaperienced controller and
additional staff in the accounting department aedhave hired an experienced general counsel toentgmar staff for reviewing and
filing our public filings. We have reviewed our sting procedures and policies and updated theninaplé mented additional
procedures and controls over critical accountiegasrelated to revenue recognition. We have updaatedccounting policies and
procedures and documentation of these. T hese vmprents to our internal control infrastructure wienplemented over the course of
the first three quarters of 2014, and were in plaa®nnection with the preparation of our finahsi@tements for the year ended
December 31, 2014. As such, we believe that thedgtion initiative outlined above was sufficieatremediate the material weakness
in internal control over financial reporting asalissed above.

Management’s Report on Internal Control Over Finangal Reporting

Our m an a ge m ent is respons i ble for e stablighand maintainingadequateintatmontroloverfinancial
reporting (a s definedin Rule 13a-15(f) a Bd-15(f)und er the Securities E x c lmAgt of 1934, as a m ended). Our m anag
em e nt, ChiefExe cutive Offi c er and ViResident of Finance , ass e ss e d the etffeeness of ourinternalcontrolover
financial reportingasof December31,£20bhmakingthis assessment, ourragre me ntusedthecriteriasetforth
by the Com mittee of Sponsoring Organ i Z arts of t he Tre a dway Co m m i ssion (1992 Rr @ work) ("COSQ") in Internal
Control—Integrated Framework. B a sed on th a¢ss® e nta nd us i ng the COSOcriteria,oanmgement,Chief Execut
ive Offi c er and Vice
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President of Finance have concludedthaof® ecember31,2014,ourinternal¢mioverfinancialre porting was
effe c tive.

This AnnualReporton Form10-K ele notincludean attestatioeportof our registered pu
blic accounting firmdue ta transition period estalslhed by theJumpstartOur Bosss
Startups Act,or JOBS Act,femerging growth companies.

Changes in Internal Control Over Financial Reporting

Other than the changes disclosed above regardengethediation of the previous material weaknegsgthas been no change
in our internal control over financial reportingrihg the quarter ended December 31, 2014, thatrfsasrially affected, or is reasonably
likely to materially affect, our internal controVver financial reporting.

Inherent Limitations of Controls

Management does not expect that our disclosurealerand procedures or our internal control ovearitial reporting will
prevent or detect all error and all fraud. Contanigl procedures, no matter how well designed aecatgd, can provide only reasonable
assurance of achieving their objectives and managenecessarily applies its judgment in evaluatirgcost-benefit relationship of
possible controls and procedures. Because of texént limitations in all control systems, no ewdion of controls can provide
absolute assurance that all control issues anarioss of fraud, if any, within the Company havenbdetected. These inherent
limitations include the realities that judgmentsigtision-making can be faulty, and that breakdogamsoccur because of a simple error
or mistake. Additionally, controls can be circumieghby the individual acts of some persons, byusah of two or more people, or by
management override of the controls. The desigmygfsystem of controls also is based in part ugotain assumptions about the
likelihood of future events, and there can be rsugmce that any design will succeed in achievmgtated goals under all potential
future conditions. Over time, controls may becomalequate because of changes in conditions oiatetésn in the degree of
compliance with the policies or procedures. Becadiske inherent limitations in a cost-effectiventol system, misstatements due to
error or fraud may occur and not be detected.

Item 9 B. Other Information
Not applicable.
PART Il
Iltem 1 0. Directors, Executive Officers and Corpoate Governance

We have adopted a code of ethics for directorge (including our principal executive officerinipal financial officer and
principal accounting officer) and employees, knagrthe Code of Business Conduct and Ethics. The 6bBusiness Conduct and
Ethics is available on our websitehdtp://www.xencor.comander the Corporate Governance section of our tov&elations page. We
will promptly disclose on our website (i) the natwf any amendment to the policy that applies topoimcipal executive officer,
principal financial officer, principal accountindficer or controller, or persons performing simifanctions and (ii) the nature of any
waiver, including an implicit waiver, from a proios of the policy that is granted to one of thgsec#fied individuals that is required to
be disclosed pursuant to SEC rules and regulattbesiame of such person who is granted the waivétthe date of the waiver.

The other information required by this item and sett forth below will be set forth in the sectidveaded “Election of

Directors” and “Executive Officers” in our Proxya&¢ment for our 2015 Annual Meeting of Stockholders2roxy Statement, to be
filed with the SEC within 120 days after the endhdf fiscal year ended December 31, 2014 , anmtt@porated herein by reference.
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Iltem 1 1. Executive Compensatio n

The information required by this item will be setth in the section headed “Executed Compensatioolr Proxy Statement
and is incorporated herein by reference.

Iltem 1 2. Security Ownership of Certain BeneficiaDwners and Management and Related Stockholder Magts

The information required by this item will be setth in the section headed “Security Ownership eft&in Beneficial Owners
and Management” in our Proxy Statement and is iraatpd herein by reference.

The information required by Item 201(d) of ReguatS-K will be set forth in the section headed “Execativompensation”
in our Proxy Statement and is incorporated hergirekerence.

Iltem 1 3. Certain Relationships and Related Transaions, and Director Independence

The information required by this item will be setth in the section headed “Transactions With Rel&ersons” in our Proxy
Statement and is incorporated herein by reference.

Item 1 4. Principal Accounting Fees and Services

The information required by this item will be setth in the section headed “Ratification of Selectof Independent
Registered Public Accounting Firm” in our Proxy t8taent and is incorporated herein by reference.

118



Table of Content

PART | V

Item 1 5. Exhibits, Financial Statement Schedules

1.

Report of Independent Registered Public Accounfimgn

Financial StatementsWe have filed the following documents as parthig Annual Report:

BalanCe ShEei........cccuiiiiiiiiiee e

2.

StAtEMENES Of OPEIALIO .. ceiiiteiiee ittt e s e et e e et e e e s st e e e sseeeeennnreeens
Statements of Stockhold’ EQUIty (DeFiCIt) .........ceeiiiiiiiiiiiiie et

Notes t0 FINANCIAl STAEMEL...........ueiiiiiiiiii et e e e e e e e e e e eeenaraaeees,

Financial Statement Schedulell schedule s have been omitted because theycnrappllcable or required, or the

information required to be set forth therein isiided in the Financial Statements or notes thenetaded in Item 8 of this
Annual Report on Form 16K.

3.

Exhibit
Number
3.1

3.2

4.1

4.2%

10.1*

10.2*

10.3*

Exhibits.

Description
Amended and Restated Certificate of Incorporatioin® Company (incorporated by reference to Extatitto the

Company’s Current Report on Form-R, filed with the SEC on December 11, 2013).

Amended and Restated Bylaws of the Company (jrrcated by reference to Exhibit 3.2 to the Com{m@urrent
Report on Form 8K, filed with the SEC on December 11, 2013).

Form of Common Stock Certificate of the Compangdiporated by reference to Exhibit 4.1 to the Comy’'s
Registration Statement on Form-§, as amended (File No. 33391689), originally filed with the SEC on Octobér, 2
2013).

Third Amended and Restated Investor Rights Agre¢nagesied June 26, 2013, among the Company andrceftds
stockholders incorporated by reference to Exhil#ittd the Company’s Registration Statement on For, as

amended (File No. 333191689), originally filed with the SEC on Octobdr, 2013).

Form of Indemnity Agreement between the Companyitsndirectors and officers (incorporated by refeeto
Exhibit 10.1 to the Company’s Registration StatehoenForm S-1, as amended (File No. 33391689), originally
filed with the SEC on October 11, 201

Xencor, Inc. 2010 Equity Incentive Plan, as amendad Form of Stock Option Grant Notice, Option égmnent an
Form of Notice of Exercise (incorporated by refeeto Exhibit 10.2 to the Company’s Registratioat&nent on

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Xencor, Inc. 2013 Equity Incentive Plan and Fornstifck Option Agreement and Form of Stock Optioar®Notice
thereunder (incorporated by reference to Exhibi8 16 the Company’s Registration Statement on F8rl, as

amended (File No. 333191689), originally filed with the SEC on Octobdr, 2013).

119



Table of Content

10.4*

10.5*

10.6*

10.7*

10.8*

10.9*

10.10*

10.11*

10.12*

10.13*

10.14*

10.15*

Xencor, Inc. 2013 Employee Stock Purchase Rfeoiporated by reference to Exhibit 10.4 to thenPany’s
Registration Statement on Form-$, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 1
2013).

Xencor, Inc. Non-Employee Director Compensation Policy (incorpordigdeference to Exhibit 10.5 to the

Company’s Registration Statement on ForrilSas amended (File No. 33391689), originally filed with the SEC on
October 11, 2013

Second Amended and Restated Executive Employmeneteftent, dated January 1, 2007, by and betwee
Company and Dr. Bassil I. Dahiyat (incorporatedéfgrence to Exhibit 10.6 to the Company’s RegigmaStatement

on Form S-1, as amended (File No. 33291689), originally filed with the SEC on Octobdr, 2013).

Offer Letter, dated January 12, 2010, by and betvilee Company and Dr. Edgardo Baracchini, Jr. (inaated by
reference to Exhibit 10.7 to the Company’s RegligmaStatement on Form-8l, as amended (File No. 33291689),

originally filed with the SEC on October 11, 201
Offer Letter, dated September 28, 2009, by and &etvthe Company and Dr. Bruce Carter (incorporayeference

to Exhibit 10.8 to the Company’s Registration Stetat on Form S1, as amended (File No. 333191689), originally
filed with the SEC on October 11, 201

Amendment to Offer Letter, dated November 18, 2@}0and between the Company and Dr. Bruce C
(incorporated by reference to Exhibit 10.9 to thepany’s Registration Statement on FormlSas amended (File

No. 333-191689), originally filed with the SEC on Octobdr, 2013).

Amended Consulting Agreement, dated January 1,,2814nd between the Company and Development aate§ic
Consulting Associates, LLC (incorporated by refeeeto Exhibit 10.10 to the Company’s Registratiteit&nent on

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Offer Letter, dated August 1, 2012, by and betwenCompany and Dr. Paul Foster (incorporated fareace tc
Exhibit 10.11 to the Company’s Registration Statehos Form S-1, as amended (File No. 33391689), originally
filed with the SEC on October 11, 201

Amended and Restated Executive Employment Agreerdatéd September 4, 2013, by and between the Gongpal
Dr. Bassil I. Dahiyat (incorporated by referencéidnibit 10.12 to the Company’s Registration Staatron

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Offer Letter, dated September 5, 2013, by and hetvilee Company and Dr. Edgardo Baracchini, Jrofparated by
reference to Exhibit 10.13 to the Company’s Regi&in Statement on Form-4, as amended (File No. 33391689),
originally filed with the SEC on October 11, 201

Amended and Restated Severance Agreement, dateeh®ep 5, 2013, by and between the Company anddbn R.
Desjarlais (incorporated by reference to Exhibitl2ito the Company’s Registration Statement on F®rh, as

amended (File No. 333191689), originally filed with the SEC on Octobdr, 2013).

Amended and Restated Change in Control Agreematgddeptember 5, 2013, by and between the Congret
John J. Kuch (incorporated by reference to ExHiBifl5 to the Company’s Registration Statement omF®-1, as

amended (File No. 333191689), originally filed with the SEC on Octobdr, 2013).

120



Table of Content

10.16*

10.17t

10.18t

10.19t

10.20t

10.21t

10.22t

10.23t

10.24*

10.25

10.26
10.27

211

Offer Letter, dated August 12, 2013, by and leetmthe Company and Dr. Paul Foster (incorporatedfierence to
Exhibit 10.16 to the Company’s Registration Statehos Form S-1, as amended (File No. 33391689), originally
filed with the SEC on October 11, 201

GPEXx® -Derived Cell Line Sale Agreement, dated Decembe@11, by and between the Company and Catalent
Pharma Solutions, LLC (incorporated by referencExbibit 10.17 to the Company’s Registration Staehon
Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Development and Manufacturing Services Agreemem¢dd8eptember 15, 2005, by and between the Conmgrat
Catalent Pharma Solutions (formerly Cardinal HeRIfiS, LLC) (incorporated by reference to Exhibit1Bto the

Company’s Registration Statement on ForrilSas amended (File No. 33391689), originally filed with the SEC on
October 11, 2013

Collaboration and License Agreement, dated 27&010, by and between the Company and Morpho&ys A
(incorporated by reference to Exhibit 10.19 to @mnpany’s Registration Statement on FormilSas amended (File

No. 333-191689), originally filed with the SEC on Octobdr, 2013).

First Amendment to the Collaboration and Licenseeggnent, dated March 23, 2012, by and between thep&ay
and MorphoSys AG (incorporated by reference to Bkii®.20 to the Company’s Registration Statement on

Form S- 1, as amended (File No. 332391689), originally filed with the SEC on Octobdr, 2013).

Option and License Agreement, dated January 28,28§1land between the Company and Ale
Pharmaceuticals, Inc. (incorporated by referendextubit 10.23 to the Company’s Registration Staahon

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Collaboration Agreement, dated February 10, 20§l between the Company and Boehringer Ingell
International GmbH (incorporated by reference tbiBit 10.24 to the Company’s Registration Statenoent

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Cross-License Agreement, dated December 19, 2012, byatvdeen the Company and Medimmune, LLC
(incorporated by reference to Exhibit 10.26 to @mnpany’s Registration Statement on FormilSas amended (File
No. 333-191689), originally filed with the SEC on Octobdr, 2013).

Employment Agreement dated August 29, 2014 by atdden the Company and Lloyd Rowland (incorporate
reference to Exhibit 10.1 to the Comp’s Form 1+-Q filed with the SEC on November 10, 201

Lease dated January 1, 2015 by and between the &@gnamd BF Monrovia, LLC (incorporated by referete
Exhibit 99.1 to the Compa’s Form K filed with the SEC on January 5, 201

Master Service Agreement dated July 14, 2014 bybahdeen the Company and KBI Biopharma,
Amendment to Lease dated January 27, 2015 by awneée the Company and BF Monrovia, LL

Subsidiaries of the Company (incorporated by refeeeo Exhibit 10.26 to the Comp¢ s Registration Statement
Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).
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23.1 Consent of Independent Registered Public Accouriing.

24.1 Power of Attorney. Reference is made to the sigegtage heretc

311 Certification of the Principal Executive Officerguant to Rule 13al4(a) or 15d-14(a) of the Securities Exchange
Act of 1934.

31.2 Certification of the Principal Financial Officer ppuant to Rule 13al4(a) or 15d-14(a) of the Securities Exchange
Act of 1934.

32.1%* Certification of the Principal Executive Officernguant to 18 U.S.C. Section 1350, as adopted puirsoi
Section 906 of the Sarbane®xley Act of 2002.

32.2%* Certification of the Principal Financial Officer iauant to 18 U.S.C. Section 1350, as adopted potrsoi&ection 901
of the SarbanesOxley Act of 2002.
101.SCH  XBRL Taxonomy Extension Schema Docume
101.CAL XBRL Taxonomy Extension Schema Docume
101.DEF  XBRL Taxonomy Extension Definition Linkba:
Document
101.LAB XBRL Taxonomy Extension Label Linkbase Docum
101.PRE  XBRL Taxonomy Extension Presentation Linkb
Document
101.SCH XBRL Taxonomy Extension Schema Docume

T We have received confidential treatment for éenartions of this agreement, which have beenteadhiand filed separately
with the SEC pursuant to Rule 406 under the Seéesrict of 1933, as amended.

* Indicates management contract or compensatory. pla
*x These certifications are being furnished solielyaccompany this annual report pursuant to 18QJ.Section 1350, and are not
being filed for purposes of Section 18 of the Sitiesr Exchange Act of 1934 and are not to be ino@ed by reference into

any filing of the Company, whether made beforeftarahe date hereof, regardless of any generafparation language in
such filing.
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SIGNATURE S

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Compreas duly caused this
Annual Report on Form 16K to be signed on its behalf by the undersigneekaiinto duly authorized.

Xencor, Inc.
Date: February 20, 2015 By: /sl Bassil |. Dahiyat, Ph.D.
Bassil I. Dahiyat, Ph.D.
President & Chief Executive Offic

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that each person edgignature appears below constitutes and apasts| 1.
Dahiyat, Ph.D. and John J. Kuch, and each of timsrtyue and lawful attorneysn —fact, each with full power of substitution, for him
in any and all capacities, to sign any amendmentisi$ Annual Report on Form XK and to file the same, with exhibits thereto and
other documents in connection therewith, with teeuities and Exchange Commission, hereby ratifgind confirming all that each of
said attorneysin —fact or their substitute or substitutes may doaarse to be done by virtue hereof.

Pursuant to the requirements of the Securities &xgé Act of 1934, this Annual Report on Form-¥0has been signed below
by the following persons on behalf of the Compang g the capacities and on the dates indicated.

Signature Title Date
/s/Bassil |I. Dahiyat, Ph.C Director, President & Chief Executive Officer (Riipal
Bassil |. Dahiyat, Ph.C Executive Officer) February20, 2015
/s/ John J. Kucl Vice President, Finance (Principal Financial .
John J. Kucl Accounting Officer) February 20, 2015
/s/Bruce L.A. Carter, Ph.C . .
Bruce LA, Carter, Ph.L Chairman of the Board of Directc February 20, 2015
s/ Robert F. Baltera, J Director February 20, 2015
Robert F. Baltera, J y '
fs/ Jonathan F'er.“'” Director February 20, 2015
Jonathan Flemin
s/ John S. Statford Ii Director February 20, 2015

John S. Stafford Il
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EXHIBIT INDEX

Exhibit
Number Description
3.1 Amended and Restated Certificate of Incorporatioth@ Company (incorporated by reference to Extatitto the

Company’s Current Report on Form+-R, filed with the SEC on December 11, 2013).

3.2 Amended and Restated Bylaws of the Company (incated by reference to Exhibit 3.2 to the Comy's Curreni
Report on Form 8K, filed with the SEC on December 11, 2013).

4.1 Form of Common Stock Certificate of the Compangdiporated by reference to Exhibit 4.1 to the Comy’'s
Registration Statement on Form-$, as amended (File No. 33391689), originally filed with the SEC on
October 25, 2013

4.2* Third Amended and Restated Investor Rights Agre¢ndated June 26, 2013, among the Company andrceft
its stockholders incorporated by reference to ExHil2 to the Company’s Registration Statement omFS-1, as

amended (File No. 333191689), originally filed with the SEC on Octobdr, 2013).

10.1* Form of Indemnity Agreement between the Companyitsndirectors and officers (incorporated by refeesto
Exhibit 10.1 to the Company’s Registration StatenoenForm S-1, as amended (File No. 33391689),
originally filed with the SEC on October 11, 201

10.2* Xencor, Inc. 2010 Equity Incentive Plan, as amendad Form of Stock Option Grant Notice, Option égmen
and Form of Notice of Exercise (incorporated byrefice to Exhibit 10.2 to the Company’s Registratatement

on Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

10.3* Xencor, Inc. 2013 Equity Incentive Plan and Fornstiick Option Agreement and Form of Stock Optioar®
Notice thereunder (incorporated by reference tailkixh0.3 to the Company’s Registration Statement o

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

10.4* Xencor, Inc. 2013 Employee Stock Purchase Plam(parated by reference to Exhibit 10.4 to the Comy’s
Registration Statement on Form-$, as amended (File No. 33391689), originally filed with the SEC on
October 11, 2013

10.5* Xencor, Inc. Non-Employee Director Compensation Policy (incorpordigdeference to Exhibit 10.5 to the

Company’s Registration Statement on FormlSas amended (File No. 33391689), originally filed with the
SEC on October 11, 201!

10.6* Second Amended and Restated Executive Employmeneteftent, dated January 1, 2007, by and betwee
Company and Dr. Bassil I. Dahiyat (incorporatedéfgrence to Exhibit 10.6 to the Company’s Regiigma

Statement on Form S1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

10.7* Offer Letter, dated January 12, 2010, by and betvilee Company and Dr. Edgardo Baracchini, Jr. (ipaxatec
by reference to Exhibit 10.7 to the Company’s Regi®n Statement on Form-8, as amended (File

No. 333-191689), originally filed with the SEC on Octobdr, 2013).
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10.8*

10.9*

10.10*

10.11*

10.12*

10.13*

10.14*

10.15*

10.16*

10.17t

10.18t

10.19t

Offer Letter, dated September 28, 2009, by atdiéen the Company and Dr. Bruce Carter (incorpdrhy
reference to Exhibit 10.8 to the Company’s RegligtmaStatement on Form-8L, as amended (File

No. 333- 191689), originally filed with the SEC on Octolidr, 2013).

Amendment to Offer Letter, dated November 18, 2@j0and between the Company and Dr. Bruce C
(incorporated by reference to Exhibit 10.9 to thwpany’s Registration Statement on Forml$as amended

(File No. 333-191689), originally filed with the SEC on Octobédr, 2013).

Amended Consulting Agreement, dated January 1,,281&nd between the Company and Developmen
Strategic Consulting Associates, LLC (incorpordigdeference to Exhibit 10.10 to the Company’s Regtion

Statement on Form &1, as amended (File No. 33391689), originally filed with the SEC on Octobédr, 2013).

Offer Letter, dated August 1, 2012, by and betwihe Company and Dr. Paul Foster (incorporatefgyence to
Exhibit 10.11 to the Company’s Registration Statehos Form S-1, as amended (File No. 332391689),
originally filed with the SEC on October 11, 201

Amended and Restated Executive Employment Agee¢ndated September 4, 2013, by and between thp&uo/
and Dr. Bassil I. Dahiyat (incorporated by refereitm Exhibit 10.12 to the Company’s Registratioat&nent on

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Offer Letter, dated September 5, 2013, by and testvtlee Company and Dr. Edgardo Baracchini, Jrofparatec
by reference to Exhibit 10.13 to the Company’s Regtion Statement on Form-3, as amended (File

No. 333-191689), originally filed with the SEC on Octobdr, 2013).

Amended and Restated Severance Agreement, datéeh8eg 5, 2013, by and between the Company anddbn
R. Desjarlais (incorporated by reference to ExHibitl4 to the Company’s Registration Statement@mFS-1,

as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Amended and Restated Change in Control Agreerdated September 5, 2013, by and between the Gongrel
John J. Kuch (incorporated by reference to ExHiBil5 to the Company’s Registration Statement omF®-1,

as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Offer Letter, dated August 12, 2013, by and betweerCompany and Dr. Paul Foster (incorporatecebsrence
to Exhibit 10.16 to the Company’s Registration &ta¢nt on Form S1, as amended (File No. 33391689),
originally filed with the SEC on October 11, 201

GPEx®-Derived Cell Line Sale Agreement, dated DecembeP@11, by and between the Company and Catalent
Pharma Solutions, LLC (incorporated by referencExbibit 10.17 to the Company’s Registration Staehon
Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Development and Manufacturing Services Agreendaied September 15, 2005, by and between the Ggympa
and Catalent Pharma Solutions (formerly CardinalthePTS, LLC) (incorporated by reference to Exhilti.18 to

the Company’s Registration Statement on Foral Sas amended (File No. 33391689), originally filed with the
SEC on October 11, 201

Collaboration and License Agreement, dated Jun@@I), by and between the Company and MorphoSy:
(incorporated by reference to Exhibit 10.19 to @m@mpany’s Registration Statement on FormlSas amended

(File No. 333-191689), originally filed with the SEC on Octobdr, 2013).
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31.2

32.1**

First Amendment to the Collaboration and Licensee&gent, dated March 23, 2012, by and betwee
Company and MorphoSys AG (incorporated by referéadexhibit 10.20 to the Company’s Registration Stant

on Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Option and License Agreement, dated January 28,28land between the Company and Ale
Pharmaceuticals, Inc. (incorporated by referendextubit 10.23 to the Company’s Registration Stagatron

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Collaboration Agreement, dated February 10, 20§2rd between the Company and Boehringer Ingell
International GmbH (incorporated by reference thikix 10.24 to the Company’s Registration Statenoent

Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Cross-License Agreement, dated December 19, 2012, byatvdeen the Company and Medimmune, LLC
(incorporated by reference to Exhibit 10.26 to @@npany’s Registration Statement on FormlSas amended
(File No. 333-191689), originally filed with the SEC on Octobédr, 2013).

Employment Agreement dated August 29, 2014 by atadden the Company and Lloyd Rowland (incorporate
reference to Exhibit 10.1 to the Comp’s Form 1+Q filed with the SEC on November 10, 201

Lease dated January 1, 2015 by and between the @gnamd BF Monrovia, LLC (incorporated by referete
Exhibit 99.1 to the Compa’s Form K filed with the SEC on January 5, 201

Master Service Agreement dated July 14, 2014 bybahdeen the Company and KBI Biopharma,
Amendment to Lease dated January 27, 2015 by anedée the Company and BF Monrovia, LL

Subsidiaries of the Company (incorporated by refegdo Exhibit 10.26 to the Comp#¢ s Registration Stateme
on Form S-1, as amended (File No. 33391689), originally filed with the SEC on Octobdr, 2013).

Consent of Independent Registered Public Accouriing.
Power of Attorney. Reference is made to the sigegtage heretc

Certification of the Principal Executive Officerguant to Rule 13al4(a) or 15d-14(a) of the Securities
Exchange Act of 193¢

Certification of the Principal Financial Officer pauant to Rule 13al4(a) or 15d-14(a) of the Securities
Exchange Act of 193¢

Certification of the Principal Executive Officernguant to 18 U.S.C. Section 1350, as adopted puirsoi
Section 906 of the Sarbane®xley Act of 2002.
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32.2%* Certification of the Principal Financial Officpursuant to 18 U.S.C. Section 1350, as adoptezupat to
Section 906 of the Sarbane®xley Act of 2002.

+

*%

We have received confidential treatment for ¢enpartions of this agreement, which have beentedhiand filed separately
with the SEC pursuant to Rule 406 under the Seéesrict of 1933, as amended.

Indicates management contract or compensatory. pla
These certifications are being furnished solielyaccompany this annual report pursuant to 18QJ.Section 1350, and are not
being filed for purposes of Section 18 of the Siiesr Exchange Act of 1934 and are not to be ino@ed by reference into

any filing of the Company, whether made beforeftarahe date hereof, regardless of any generarparation language in
such filing.
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Exhibit 10.26

~KBI

Master Services Agreement

This Master Services Agreement (this “ Agreement ") dated July 14, 2014 (the “ Effective Date "), between Xencor,
Inc., having a place of business at 111 West Lemon Ave., Monrovia, CA 91016 (“ Client ") and KBI Biopharma , Inc.,
having a place of business at 1101 Hamlin Road, Durham, North Carolina 27704 (* KBI Biopharma ") (Client and
KBI Biopharma , each a “ Party ", and collectively, the “ Parties ).

Whereas, Client is engaged in the discovery and development of new biological therapeutics;

Whereas, KBI Biopharma is in the business of providing biological development and clinical manufacturing services; and

Whereas, Client desires KBI Biopharma to perform certain services in accordance with the terms of this Agreement and
KBI Biopharma desires to perform such services.

Now, therefore, in consideration of the above statements, which form part of this Agreement, and other good and
valuable consideration, the sufficiency and receipt of which are hereby acknowledged, the Parties hereto agree as

follows:

1.
11

12

1.3

Services to be Performed

Scope . KBI Biopharma shall use reasonable commercial efforts to perform the services (the “ Services ")
detailed in Proposal Number 13.XEN.02 v.01 dated June 23, 2014, which has been executed by the Parties and
attached hereto as Attachment One and incorporated herein by reference (the “ Proposal ”). Any deliverables
to be provided to Client as a result of the performance by KBI Biopharma of the Services shall be set forth in the
Proposal (the “ Deliverables ”). In the event that Client requests KBI Biopharma to perform services beyond
the scope of services specifically stated in the Proposal, KBI Biopharma shall have no obligation to perform such
supplemental services unless and until a Change Order is executed in accordance with Article 8 below, or
unless the Parties agree in writing on a proposal for additional services to be performed under this Agreement.

Additional Services . The Parties may agree upon additional Services to be performed under the terms of this
Agreement, as may be described in purchase orders or proposals to be mutually agreed upon by the Parties in
writing.

Compliance with Laws . As applicable to the Services, KBI Biopharma shall perform the Services in all material
aspects in compliance with current cGMP and other applicable rules, regulations and guidelines of the U.S.
Food and Drug Administration (* FDA "), as then in effect, governing the manufacture, testing and quality control
of investigational drugs. For purposes of the foregoing, " cGMP " means the current Good Manufacturing
Practices as promulgated under each of the following as in effect on the date of this Agreement and as amended
or revised after the date of this Agreement and in effect at the time of the performance of the Services: (a) the
U.S. Food, Drug & Cosmetics Act (21 U.S.C. § 301 et seq. ) and related U.S. regulations, including 21 Code of
Federal Regulations (Chapters 210 and 211) and (b) the ICH guide Q7 "ICH Good Manufacturing Practice




2.2

2.3

2.4

Guide for Active Pharmaceutical Ingredients" as applied to investigational drugs (Section 19). Client shall have
responsibility for determining regulatory strategy and for all regulatory decisions except for those matters that
KBI Biopharma , in its reasonable discretion deems contrary to regulatory requirements or commitments made
by KBI Biopharma to regulatory authorities, of which matters KBI Biopharma shall promptly notify Client in
writing. Should the U.S. government regulatory requirements change, KBI Biopharma will use reasonable
efforts to satisfy the new requirements. Notwithstanding the foregoing, in the event that compliance with such
new U.S. regulatory requirements necessitates a change in the scope or nature of the Services to be completed,
KBI Biopharma will submit to Client a Change Order in accordance with Article 8.

Client Obligations

General . Unless otherwise agreed to by the Parties in writing, in each case in accordance with the Proposal,
Client is solely responsible for, and performance hereunder by KBI Biopharma is contingent upon: (a) provision
of complete and accurate scientific data regarding the product which is the subject of the Proposal (the “
Product ") and as otherwise to be supplied by Client pursuant to the Proposal; (b) provision of all information
necessary to effect the reliable transfer of methods to KBI Biopharma ; (c) provision of specific reagents,
reference standards or other materials necessary for execution of Services, as may be provided in the Proposal;
(d) if applicable, review and approval of in-process and finished product test results to ensure conformity of such
results with required Product specifications, regardless of which Party is responsible for finished Product
release; (e) preparation of all submissions to regulatory authorities; and (f) performance of all other obligations of
Client set forth in the Proposal. Client shall use reasonable efforts to perform its obligations as set forth in this
Agreement, support and cooperate with the execution of the Services and shall not engage in any act or
omission, which may reasonably be expected to prevent or delay the successful execution of the Services. Such
support and cooperation shall include, but not be limited to, informing KBI Biopharma of global regulatory
strategy for development and approval of the Product to the extent relevant to the Proposal, prompt review and
approval of documents requiring Client's signature, timely delivery of methods and materials and prompt
response to other similar issues.

Provision of Requlatory Submissions . Prior to making any submission for regulatory approval of the Product,
upon the request of KBI Biopharma , Client shall provide copies of all relevant regulatory submissions relating to
KBI Biopharma ’'s manufacturing procedures (if applicable to the Services) to KBI Biopharma for review and
opportunity to comment.

Information Regarding Hazardous Materials . Client shall provide to KBI Biopharma , on an on-going basis
throughout the Term (as defined below), any applicable safe handling instructions for any substance or material
provided by or on behalf of Client to KBI Biopharma in sufficient time for review and training by KBI Biopharma
prior to delivery of any such substance or material to KBl Biopharma . Where appropriate or required by law,
Client shall provide a Material Safety Data Sheet and instructions for proper storage for all Client-provided
materials, finished product and reference standards. Client shall notify KBI Biopharma in writing of the possibility
of cross contamination of any products being manufactured or stored by KBI Biopharma , and shall undertake
reasonable precautions to minimize the risk that any materials provided by or on behalf of Client cross-
contaminate any other manufacturing or other activities conducted by KBI Biopharma .

Other Company Materials . As soon as practicable following the execution of this Agreement, Client shall
provide to KBI Biopharma all materials, know-how, information and technical assistance under Client’s control
which is associated with the Product or otherwise required for the performance of the Services in accordance
with the Proposal. Client agrees that such materials, know-how, information and technical assistance shall be
complete and accurate. Client hereby grants to KBI Biopharma during the Term of this Agreement the right to
use any and all patent rights, trade secrets, intellectual property and other materials under Client’s control to the
extent useful and solely for KBI Biopharma to perform the Services.




3.2

3.3

3.4

Performance

Schedule . Due to the unpredictable nature of biological processes, the timelines and schedules for the
performance of the Services (including without limitation the dates for production and delivery of Product) and
the yield or quantity of Product as set out in the Proposal are estimates only. KBI Biopharma shall keep Client
regularly informed in writing of any such changes that are necessary to the Proposal, and agrees that such
changes will be made to the minimum extent reasonably necessary. Client shall not be entitled to cancel any
unfulfilled part of the Services or refuse acceptance of Product related to the Proposal on grounds of late
performance of the Services or late delivery of the Product subject to the provisions of this Section 3.1 unless
such delay is caused by KBI's negligence or otherwise arises as a result of actions or decisions within the
reasonable control of KBI Biopharma . In the event of a delay not caused by negligence or not as a result of
decisions within the reasonable control of KBI Biopharma , KBI Biopharma shall not be liable for any loss,
damage, costs or expenses of any nature, whether direct, indirect, incidental or consequential, arising out of any
delay in performance or delivery howsoever caused; or arising out of any failure to produce the estimated
quantities of Product for delivery on the estimated schedule.

Technical Difficulties . If it becomes apparent to either KBI Biopharma or Client at any stage in the provision of
any Services that, as a result of scientific or technical reasons out of the reasonable control of either Party, it will
not be possible to complete the Services in the manner described in this Agreement or the Proposal or any
Change Order thereto, the Parties will (a) identify the problem, (b) submit the problem in writing to senior
management of each Party, and (c) negotiate in good faith for a sixty (60) day period from the date senior
management of the Parties first convene regarding how to resolve such problem in a commercially reasonable
manner. If the Parties do not agree on a commercially reasonable resolution to the problems within such sixty
(60) day period, KBI Biopharma and Client shall each have the right to terminate this Agreement by written
notice to the other Party, subject to Section 25.2.

Quality Agreement . Contemporaneously with the execution of this Agreement, or as soon as practicable after
the execution hereof, in the event that the Proposal specifically enumerates Services that include the
performance of activities that are subject to cGMP, the Parties shall develop and agree upon a quality
agreement describing the regulatory and compliance roles and responsibilities of each Party, including without
limitation, procedures for handling Product recalls and non-conforming Product, the format and content of which
shall be agreed upon by the Parties (the “ Quality Agreement ”). Upon execution by both Parties, the Quality
Agreement shall be incorporated herein and attached hereto as Attachment Two .

Non-Conforming Services . Within thirty (30) days of from receipt of executed batch records (including in-
process and final analytical results) of the Product or as otherwise specified in the Proposal or a Quality
Agreement, Client shall inform KBI Biopharma of any material non-conformity with required specifications set
forth in the Proposal, as may be further provided in the Quality Agreement. In the event that such non-
conformity is attributable to a breach of KBI Biopharma 's obligations under this Agreement, then, as Client’s
sole and exclusive remedy, KBI Biopharma shall, subject to Client providing the replacement active
pharmaceutical ingredient or other source materials, as applicable, re-perform such non-conforming Services as
soon as possible with no additional fees to Client.

Work Output

All reports specified in the Proposal and other applicable cGMP documentation (* Work Output ") will be
prepared using KBI Biopharma ’s standard format(s) unless otherwise specified in the Proposal, the Quality
Agreement or this Agreement. Client will be supplied with copies of Work Output generated as a result of the
Services as set forth in the Proposal or Quality Agreement. Furthermore, for all work segments, Client shall
have access to all raw data for on-site review during a facility visit (pursuant to Section 5 of this Agreement) and
have access to and be provided
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with electronic copies of all raw data upon reasonable request (e.g. HPLC or calorimetric traces or assay work
sheets), including through an electronic portal. All Work Output and any required Product samples will be
archived by KBI Biopharma for a period of five (5) years following completion of the Services unless otherwise
provided in the Proposal or required by applicable U.S. laws or regulations, at which time KBI Biopharma will
notify Client of its options. At such time after completion of the Services, Work Output and Product samples will
be sent to Client and a reasonable return fee will be charged. If Client chooses to have KBI Biopharma dispose
of Work Output and Product samples, a reasonable disposal fee will be charged. Work Output shall include
KBI Biopharma 's assistance in the transfer of all necessary, intellectual property, methods, processes,
documentation and other information necessary to allow Client to utilize the work product arising from the
Services, including the licenses granted hereunder.

Facility Visits and Audits

Scope of Visit . Client shall have the right upon no less than thirty (30) days’ prior written notice to
KBI Biopharma and during regular business hours, to visit KBI Biopharma (i.e., person in the plant) to observe
the progress of the Services and to inspect related records and data for the purpose of making quality control
inspections so as to assure compliance with this Agreement unless a material issue arises with respect to the
Services or the Product, in which event two (2) business days notice is required. The form, participants,
duration and procedures of all visits shall be subject to KBI Biopharma 's reasonable approval.

Client Obligations . It shall be the duty of Client to provide for the safety of, and prevention of accident or injury
to, Client, its employees, agents, representatives, and guests of any of them while in, on or about
KBI Biopharma 's premises unless as a result of KBI's negligence or willful act. KBI Biopharma also wants to
ensure that all visits are conducted in a manner reasonably required to protect the confidentiality of
KBI Biopharma Confidential Information and the confidential information of other clients. As such, Client agrees
that it and its subcontractors, employees, agents, representatives, and guests of any of them shall: (a) be
subject to a nondisclosure obligation comparable in scope to Article 13, (b) follow such security and facility
access procedures as are designated by KBI Biopharma , (c) be accompanied by a KBI Biopharma
representative, (d) not enter areas of any KBI Biopharma facility at times when any third party's products are
being manufactured to assure protection of KBI Biopharma ’s or third party’s confidential information, (e) stay
within the confines of KBI Biopharma s facilities and shall not visit areas of the facility other than those areas
necessary for the performance of the facility visit provided for herein without KBI Biopharma ’s prior written
permission, and (f) use good faith efforts to avoid disrupting KBI Biopharma ’'s operations. All information
learned, observed or obtained by Client during any visit to KBI Biopharma ’s facilities shall be deemed
“Confidential Information” of KBI Biopharma under Article 13 unless it relates to the Services of the Proposal,
regardless of whether such information is marked “Confidential” or subsequently summarized in writing. Client
warrants that it, and its subcontractors, employees, agents, representatives, and any personnel acting on behalf
of Client hereunder who visit the KBI Biopharma facility: (i) are not knowingly, after reasonable diligence,
debarred, under subsections 306(a) or (b) of the Generic Drug Enforcement Act of 1992, as each may be
amended from time to time, and (i) will at all times comply with all safety and security regulations in effect from
time to time and communicated by KBI Biopharma , and (iii) will at all times comply with Article 13 with respect to
the confidentiality and use of KBI Biopharma Confidential Information.

Costs . Client may conduct one (1) such quality assurance facility visit per calendar year at no cost to Client
unless material issues arise as a result of the Services. Additional audits will be invoiced separately on a time
and materials basis at the then current rate for such services.

Regulatory Inspections
General . KBI Biopharma will promptly notify Client of any regulatory inspections directly relating to the

Services, in accordance with the terms of the Quality Agreement (if applicable). KBI Biopharma agrees to
reasonably cooperate with all regulatory authorities and submit to
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reasonable inspections by such authorities.

Costs . Client shall be responsible for, and shall promptly pay, all documented costs charged by a regulatory
authority for inspections directly related to the Services to be provided in the Proposal. KBI Biopharma 's costs in
connection with regulatory inspections will be invoiced separately on a time and materials basis at the then
current rate for such services.

Compensation

Fees and Invoices . In consideration for KBI Biopharma performing the Services, Client shall pay to
KBI Biopharma such amounts as described in the Price and Payment Terms section of the Proposal and as
otherwise described in this Agreement. Following payment of an initial fee as provided in Section 7.2, the
remainder of the service fees will be billed by KBI Biopharma in semi-monthly invoices based on a billing
schedule derived from the project schedule. Payments are due thirty (30) days from date of invoice issuance,
except as specifically provided in this Agreement. Charges for materials will be invoiced to Client and are
payable at the time that KBI Biopharma orders such materials for Client's project. Client agrees to pay to
KBI Biopharma the cost of materials plus a 10% materials handling fee for the consumables and materials
purchased and maintained by KBI Biopharma for the Services. Late payments are subject to an interest charge
of one and one half percent (1¥2%) per month or, if less, the maximum legal interest rate per month. Failure to
bill for interest due shall not be a waiver of KBI Biopharma ’s right to charge interest. All payments are non-
refundable unless KBI Biopharma breaches this Agreement. If paid by wire transfer, any applicable wire transfer
fees must be included in the payment issued to KBI Biopharma . Client shall be responsible for, and shall
promptly pay to KBI Biopharma upon demand, all costs and expenses (including without limitation reasonable
attorneys fees and court costs) incurred by KBI Biopharma in connection with the collection of payments due
under this Agreement. Unless within thirty (30) days of the date of invoice, Client has advised KBI Biopharma in
good faith and in writing the specific basis for disputing an invoice, Client’s failure to promptly pay an invoice
may, at KBI Biopharma ’'s election, and notwithstanding the provisions of Section 25.3, constitute a material
breach of this Agreement.

Start-up Payment . For the initial Proposal set forth as Attachment One, initial fees to account for facilities
preparation costs and resource allocation commitments with respect to Client's project(s), as agreed by the
Parties, are set forth in Section 7.1 of the Proposal. The initial fees agreed upon therein shall be applied on a
pro-rata basis to cover one third of the service fees of each project invoice, until the initial fees have been fully
applied. For any subsequent Proposals for additional Services that the Parties may mutually agree upon
pursuant to Section 1.2 of this Agreement, KBI Biopharma and Client will agree on any up-front initial fees and
the application of such fees in each such Proposal. Initial fees, as agreed in a Proposal, are due upon execution
of the applicable Proposal, whichever occurs later. Upon termination of a Proposal or this Agreement, any
remaining portion of the initial fee shall be applied to any outstanding amounts due from Client under the
applicable Proposal. Unless otherwise provided in this Agreement or the applicable Proposal, initial fees are
non-creditable, non-transferable to apply to any Services other than under the applicable Proposal.

Client Delays . KBI Biopharma allocates resources to the Services that may be difficult or impractical to
reallocate to other programs in the event of a delay attributable to Client’s failure to comply with its obligations
under this Agreement, Client’s written request for delay, or scientific or technical issues related to Client's
Product which are outside of KBI Biopharma 's control. In recognition of this, Client and KBI Biopharma will
agree in each Proposal to provisions regarding liquidated damage payments as a result of such a delay. Where
the Services include manufacturing Services, each Proposal shall contain provisions regarding reservation fees
for manufacturing slots and/or liquidated damages in the event that Client cancels or postpones a manufacturing
run for any reason other than a material breach of this Agreement by KBI Biopharma , or in the event that a
manufacturing run is cancelled or postponed for scientific or technical issues related to Client's Product which
are outside of KBI Biopharma ’s control.
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Taxes . Any federal, state, county or municipal sales or use tax, excise tax, customs charges, duties or similar
charge, or any other tax assessment (other than that assessed against KBl Biopharma ’'s income), license, fee
or other charge lawfully assessed or charged on the manufacture, sale or transportation of Product sold or
Services performed pursuant to this Agreement, and all government license filing fees and, if applicable,
Preds%ripti?n API User (PDUFA) annual establishment fees with respect to all Products and Services shall be
paid by Client.

Change Orders

Change Orders . The budget for the Services specified in the Proposal and the estimated timelines specified
therein are subject to a number of assumptions set forth in the Proposal. The assumptions relate to the design
and objectives of the Proposal, timing, , if any, and other matters relating to the completion of the Services as
may be set forth in the Proposal (* Proposal Assumptions ”). KBI Biopharma also assumes that Client will
cooperate and fully perform its obligations under this Agreement and the Proposal in a timely manner, that no
event outside of KBI Biopharma ’s control will occur (including without limitation a Force Majeure Event), and
that there are no changes to any applicable laws, rules or regulations relating to the performance of the Services
(the foregoing assumptions together with the Proposal Assumptions, collectively, the “ Assumptions ). In the
event of a failure of any of the Assumptions, the objectives of the Proposal cannot be achieved based on the
Assumptions, or Client requests a change to the Proposal, then the scope of services to be performed, shall be
amended as provided in this Article 8 (a “ Modification "). Modifications shall also arise in the event (i) Client
revises KBI Biopharma ’s responsibilities, the specifications, the Proposal instructions, procedures,
Assumptions, processes, test protocols, test methods, or analytical requirements; (ii) Client's requirements or
any Client provided information is inaccurate or incomplete; or (iii) other reasons identified in the Proposal.

Change Order Process . In the event a Modification is requested by Client or by KBI Biopharma ,
KBI Biopharma shall provide Client with a change order containing an estimate of the required Modifications to
the budget, activities and/or duration specified in the Proposal (* Change Order ”). Client and KBI Biopharma
shall negotiate in good faith for a period of ten (10) business days following receipt of such Change Order by
Client (the “ Change Order Negotiation Period ") to agree on a Change Order that is mutually acceptable. If
practicable, and agreed to by Client, KBI Biopharma shall continue work on the Services during any such
negotiations, but shall have no obligation to commence work with respect to any Change Order unless
authorized in writing by Client. In the event the Parties are unable to agree upon such Change Order within the
Change Order Negotiation Period, either party may elect to terminate this Agreement, or if reasonably possible
and acceptable to Client, to perform the Services without regard to the unresolved Change Order; provided,
however, that the estimated timelines shall be adjusted to reflect any delay during the Change Order Negotiation
Period. In the event that this Agreement is so terminated, the provisions with respect to the effect of termination
set forth in Section 25.5 shall apply. Any disputes arising from this Section 8.2 shall be resolved in accordance
with the dispute resolution procedures set forth in Article 23.

Requlatory Changes . Notwithstanding the foregoing, with respect to any changes or modifications to the
Proposal, Services or Product specifications dictated by the FDA or other applicable law or authority, Client shall
be responsible for the costs of making such changes (including without limitation capital costs), validating the
manufacturing process after any such change is made, and any increases in the cost of manufacturing the
Product or provision of Services as a result of such change. With respect to any such changes dictated by the
FDA or other applicable law or authority, the Parties will promptly meet to discuss the actions necessary to
comply with such changes and the costs associated therewith. If, after reasonable efforts, the Parties are
unable to agree on such changes (including the costs payable by Client pursuant to this Section 8.3), or if
KBI Biopharma is unable to comply with such changes or modifications through the exercise of commercially
reasonable efforts, either party may, in its sole discretion, terminate the Proposal
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upon written notice to the other party.

Non-Material Changes . Notwithstanding the foregoing, Client acknowledges, however, that KBI Biopharma is
given flexibility to conduct the Services, although not expressly stated in the Proposal, at the time and in the
manner that KBI Biopharma deems reasonably necessary to fulfill its obligations under this Agreement. Such
flexibility includes the right to make non-Material Changes to the Services and the Proposal, provided that
KBI Biopharma implements all such changes only (a) in accordance with KBI Biopharma ’s written standard
operating procedures governing change control and (b) after confirming that such change does not affect either
the related Product specifications if such specifications and requirements are fixed in writing by the Parties. As
used herein, " Material Change " is defined as any variation, alteration or modification of activities, materials, or
methods provided in the Proposal that (i) impacts the regulatory commitments or filings for the Product, (ii)
affects the quality, purity, identity or strength of the Product, or (iii) materially increases the cost of manufacturing
the Product.

Shipment

General . Unless otherwise agreed in writing by the Parties, all Deliverables, products, raw materials, samples
components or other materials provided hereunder by KBI Biopharma shall be made available for shipment Ex
Works (INCOTERMS 2010) KBI Biopharma ’s facilities. For purposes of clarification, Ex Works means that
carriage of goods shall be arranged by Client, and the cost of such carriage and risk of loss shall transfer to
Client when the goods have been made available for shipment at KBI Biopharma ’s facilities. KBI Biopharma
shall package for shipment such product, raw materials, samples, components or other materials at Client’s
expense (including insurance) and in accordance with Client's complete written and reasonable instructions.

Shipping Charges . Client shall pay to KBI Biopharma , in addition to actual shipping costs, a handling fee of
either (i) One Hundred Dollars ($100) for each standard shipment, or (i) One Thousand Dollars ($1,000) for
each expedited shipment (i.e., shipment made available in less than forty-eight (48) hours from request by
Client).

Notices

Any notice required to be given pursuant to the terms and provisions hereof shall be in writing and shall be sent by
certified or registered mail, postage prepaid with return receipt requested, or by nationally recognized overnight courier,
postage prepaid with return receipt requested, or by confirmed facsimile (with printed confirmation of receipt), to the
other Party at the following address:

If to Client:

Xencor, Inc.

111 W. Lemon Avenue, 2 " Floor

Monrovia, CA 91016

Attention: John Kuch, Vice President, Finance

With a copy to the General Counsel, at the same address

If to KBI Biopharma :

KBI Biopharma , Inc.

1101 Hamlin Road

Durham, North Carolina 27704

Attention: Jim Chopas, Vice President Finance

with a copy to the Vice President and General Counsel, at the same address.

Each notice shall be deemed sufficiently given, served, sent, or received for all purposes at such time as it



is delivered to the addressee or at such time as delivery is refused by the addressee upon presentation.
11. Limitations of Liability

Notwithstanding anything herein to the contrary, KBI Biopharma ’s total liability for any loss, including without limitation
Losses indemnifiable pursuant to Article 15, suffered by Client resulting from this Agreement, or any other liability of any
nature except for liability for death or personal injury arising as a result of KBI Biopharma ’s negligence or willful acts,,
shall be limited to the payment of damages which shall not exceed the price for Services paid by Client to
KBI Biopharma under the Proposal.

EXCEPT AS EXPRESSLY PROVIDED IN THIS AGREEMENT, NEITHER PARTY SHALL BE LIABLE TO THE
OTHER PARTY FOR ANY INCIDENTAL, INDIRECT, PUNITIVE, CONSEQUENTIAL (INCLUDING WITHOUT
LIMITATION, LOST PROFITS), EXEMPLARY OR SPECIAL DAMAGES OF ANY TYPE, ARISING IN CONNECTION
WITH THIS AGREEMENT, THE PROPOSAL, THE QUALITY AGREEMENT OR ANY ATTACHMENTS OR
DOCUMENTS RELATED THERETO, WHETHER OR NOT FORESEEABLE AND WHETHER SUCH DAMAGES
ARISE IN TORT, CONTRACT, EQUITY, STRICT LIABILITY, OR OTHERWISE, EVEN IF THE PARTY HAS BEEN
ADVISED OF THE POSSIBILITY OF SUCH DAMAGES.

12. Warranties

12.1  Warranties of KBI Biopharma .

12.1.1  As of the Effective Date, KBI Biopharma represents and warrants to Client that it has all requisite
corporate power and authority to enter into and perform all of its obligations under this Agreement. The
execution and delivery of this Agreement and the consummation of the transactions contemplated hereby have
been duly and validly authorized by all necessary corporate action in respect thereof on the part of
KBI Biopharma . Neither the execution and delivery of this Agreement nor the performance of the transactions
contemplated hereby, nor compliance by KBI Biopharma with the provisions hereof, shall conflict with any
obligations or agreements of KBI Biopharma to any person, contractual or otherwise.

12.1.2  KBI Biopharma warrants to Client that it will render the Services with due care, consistent with industry
standards for work of a similar nature and that, to the best of KBI Biopharma ’'s knowledge performance of the
Services using KBI Biopharma ’s intellectual property will not violate or infringe upon the on the patents,
trademarks, service marks, copyrights, or intellectual property of any nature of any third party .

12.1.3 KBI Biopharma represents to Client that it is not debarred, and warrants to Client that it will not
knowingly, after reasonable diligence use in any capacity the services of any person debarred, under
subsections 306(a) or (b) of the Generic Drug Enforcement Act of 1992, as each may be amended from time to
time.

12.1.4 EXCEPT AS EXPRESSLY WARRANTED IN THIS SECTION 12.1, KBl BIOPHARMA MAKES NO
REPRESENTATION OR WARRANTY WITH RESPECT TO THE SERVICES OR PRODUCT, EXPRESS OR
IMPLIED, IN ANY MANNER AND EITHER IN FACT OR BY OPERATION OF LAW, AND SPECIFICALLY
DISCLAIMS ANY AND ALL IMPLIED OR STATUTORY WARRANTIES, INCLUDING, WITHOUT LIMITATION,
ANY WARRANTY OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, COURSE OF
DEALING, COURSE OF PERFORMANCE, USAGE OF TRADE OR NONINFRINGEMENT. KBI BIOPHARMA
MAKES NO WARRANTIES THAT THE EXECUTION OF THE SERVICES WILL RESULT IN ANY SPECIFIC
QUANTITY OR AMOUNT OF PRODUCT.

12.1.5 KBI Biopharma has entered into certain covenants as provided in this Agreement with respect to the
performance of the Services and has warranted, in Section 12.1.2, that the Services will be rendered with due
care; however, no predetermined results are assured. Client
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understands and agrees that the Services are experimental in nature, that biopharmaceutical process
development is subject to certain inherent risks, and as such nothing in this Agreement shall be construed as a
guarantee or warranty by KBI Biopharma that the Services, the Products, the Deliverables, or the materials,
data, information of other results produced in connection therewith, will meet or otherwise satisfy any of the
objectives, goals or targets stated in the Proposal. Client hereby acknowledges and agrees that there is
absolutely no guarantee:

0] that the results of the Services will be successful in any way or will be commercially exploitable,
profitable or approved by any regulatory authority;

(ii) that the Product, or any product, resulting from the Services will fulfill certain specifications or
certain yields; or

(i) the Products, the Services and/or the results of the Services will satisfy the requirements of any
regulatory agencies at the time of submission of such results to such agencies.

12.1.6 Client's sole and exclusive remedy and KBI Biopharma ’'s sole and exclusive obligation under the
warranties provided in this Agreement shall be the remedy provided in Section 3.4.

Warranties of Client .

12.2.1  As of the Effective Date, Client represents and warrants to KBI Biopharma that it has all requisite
corporate power and authority to enter into and perform all of its obligations under this Agreement. The
execution and delivery of this Agreement and the consummation of the transactions contemplated hereby have
been duly and validly authorized by all necessary corporate action in respect thereof on the part of
Client. Neither the execution and delivery of this Agreement nor the performance of the transactions
contemplated hereby, nor compliance by Client with the provisions hereof, shall conflict with any obligations or
agreements of Client to any person, contractual or otherwise.

12.2.2  Client represents and warrants to KBI Biopharma that it holds legal title to, or is fully entitled to provide,
the materials, methods, plans, processes and other intellectual property necessary to conduct the Services and
that to the best of Client's knowledge, KBI Biopharma ’s performance of the Services will not violate or infringe
on the patents, trademarks, service marks, copyrights, or intellectual property of any nature of any third party.

12.2.3  Client represents and warrants to KBI Biopharma that all materials provided by Client for use in the
performance of the Services shall be free of defects and contaminants and shall be fit for use in the performance
of the Services.

12.2.4  Client represents and warrants to KBI Biopharma that it will hold, use and/or dispose of Product and all
materials provided by KBI Biopharma in accordance with all applicable laws, rules and regulations.

12.2.5 Client represents and warrants to KBI Biopharma that no specific safe handling instructions are
applicable to any substance or material provided by Client to KBI Biopharma , except as disclosed to
KBI Biopharma in writing in sufficient time for review and training by KBI Biopharma prior to delivery of any such
substance or material to KBI Biopharma .

Confidentiality

Confidential Information . During the Term and for a period of five (5) years thereafter, each Party shall maintain
in confidence all information and materials of the other Party disclosed or provided to it (the “ Recipient ") by the
other Party (the “ Disclosing Party ") including the terms and conditions (but not the existence) of this
Agreement. Confidential information shall be identified as confidential in writing or, if disclosed verbally or by
observation, summarized in writing and
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submitted to Recipient within thirty (30) days of the oral or visual disclosure thereof (together with all
embodiments thereof, the “ Confidential Information "); provided, however, (a) information need not be labeled
or marked “confidential’ to be deemed Confidential Information hereunder, if under the circumstances it is, or
should be, understood to be confidential; and (b) in accordance with Section 5.2, information not related to the
Services or Proposal which is learned, observed or obtained by Client during any visit to KBI Biopharma s
facilities shall be deemed “Confidential Information” of KBI Biopharma hereunder, regardless of whether such
information is marked “confidential” or subsequently summarized in writing.

Exceptions . Notwithstanding the foregoing, Confidential Information shall not include that portion of information
or materials that the Recipient can demonstrate by contemporaneous written records was:

0] known to the general public at the time of its disclosure to the Recipient, or thereafter became generally
known to the general public, other than as a result of actions or omissions of the Recipient in violation of
this Agreement;

(i) disclosed to the Recipient on an unrestricted basis from a source unrelated to the Disclosing Party and
not known by the Recipient to be under a duty of confidentiality to the Disclosing Party, as evidenced by
competent written proof; or

(iii) independently developed by the Recipient, or known by the Recipient prior the date of disclosure by the
Recipient, without the use of Confidential Information of the Disclosing Party, as evidenced by
competent written proof.

Additional Protections . Each Party shall take all reasonable steps to maintain the confidentiality of the
Confidential Information of the other Party, which steps shall be no less protective than those that such Party
takes to protect its own information and materials of a similar nature, but in no event less than a reasonable
degree of care. Neither Party shall use or permit the use of any Confidential Information of the other Party
except for the purposes of carrying out its obligations or exercising its rights under this Agreement. All
Confidential Information of a Party, including all copies and derivations thereof, is and shall remain the sole and
exclusive property of the Disclosing Party and subject to the restrictions provided for herein. Neither Party shall
disclose any Confidential Information of the other Party other than to those of its directors, officers, employees,
licensors, independent contractors, assignees, agents and external advisors directly concerned with the carrying
out of this Agreement, on a strictly applied “need to know” basis, provided that any such disclosure is made
subject to obligations of confidentiality no less stringent than the obligations provided herein.

Permitted Disclosures . The obligations set forth in this Article 13 shall not apply to the extent that Recipient is
required to disclose information by law, judicial order by a court of competent jurisdiction, or the rules of a
securities exchange or requirement of a governmental agency for purposes of obtaining approval to test or
market Product, or disclosures of information to a patent office for the purposes of filing a patent application as
permitted in this Agreement; provided, however, that the Recipient shall provide prior written notice thereof to
the Disclosing Party and sufficient opportunity for the Disclosing Party to review and comment on such required
disclosure and request confidential treatment thereof or a protective order therefore. Any disclosure permitted
pursuant to this Section 13.4 shall not be considered an exception under Section 13.2.

Injunctive Relief . The Parties acknowledge that either Party’s breach of this Article 13 may cause the other
Party irreparable injury for which it may not have an adequate remedy at law. In the event of a breach, the non-
breaching Party shall be entitled to seek injunctive relief in addition to any other remedies it may have at law or
in equity, in accordance with Article 23 notwithstanding any other damage limitations in this Agreement.

10
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Inventions

Inventions . KBI Biopharma hereby assigns and at no cost, to Client any all data, ideas, information,
formulations, developments, and inventions that are Product improvements, or improvements to Client Materials
discovered by KBI Biopharma employees as a result of performing the Services under this Agreement, including
Work Output and process inventions that are not Process Inventions (as defined below) (“ Product Invention ");
and will take such further actions and execute such documents to evidence such assignment provided Client
requests such assignment, in writing, within one (1) year of notification of such Product Invention.
Notwithstanding the foregoing, KBI Biopharma shall retain all rights to any data, ideas, information,
developments, inventions, or know-how relating to general manufacturing and analytical methods and processes
developed, conceived or reduced to practice in connection with the Services which can be generally applied to
the production of biologics other than the Product (* Process Invention ”). If Client requests and at Client’s
expense, KBI Biopharma will execute any and all applications, assignments or other instruments and give
testimony which shall be necessary to apply for and obtain letters of patent of the US or of any foreign country
with respect to the Product Invention and Client shall compensate KBI Biopharma for the time devoted to such
activities and reimburse it for expenses incurred. For Product Inventions assigned pursuant to this section, Client
shall provide KBI Biopharma a royalty-free license to use such Product Inventions to the extent necessary to
perform the Services.

Process Inventions . For Process Inventions, KBI Biopharma grants to Client a perpetual, world-wide, royalty-
free, non-exclusive, fully paid, irrevocable license for Client to use such Process Inventions, including
KBI Biopharma Process Technology to manufacture or have manufactured the Product or derivations of such
Product. If KBI Biopharma requests, and at KBI Biopharma ’'s expense, Client will execute any and all
applications, assignments or other instruments and give testimony which shall be necessary to apply for and
obtain letters of patent of the US or of any foreign country with respect to the Process Inventions and
KBI Biodpharma shall compensate Client for the time devoted to such activities and reimburse it for expenses
incurred.

Client Materials . All Client Materials that KBI Biopharma may have access to in order to perform the Services
shall be owned exclusively by the Client. Nothing in this Agreement shall be deemed to grant any rights to
KBI Biopharma in any Client Materials, other than the right for KBI Biopharma to use such Client Materials to
solely perform the Services. For the purposes hereof, “Client Materials” means all Client proprietary materials
and information, intellectual property and developments, including without limitation, all patents, patent
applications, know-how, inventions, designs, concepts, technical information, manuals, or instructions which, as
of the Effective Date, are owned, licensed or controlled by Client relating to the development, formulation,
manufacture, processing, packaging, analysis or testing of the Product. In the event that Client loses or forfeits
its rights in such proprietary Client Materials during the Term of this Agreement for any reason, Client shall
provide notice of same to KBI Biopharma immediately and the applicable Proposal shall be subject to immediate
termination by KBI Biopharma at that time, subject to Section 25.2.

KBI Biopharma Process Technology . Client acknowledges that KBI Biopharma , and KBI Biopharma 's
personnel, possess and continuously update proprietary inventions, tools, templates, models, methodologies,
processes, know-how, trade secrets, improvements, and other intellectual properties and other assets (including
but not limited, to analytical methods, procedures and techniques, computer technical expertise and software,
and business practices, related to the development and commercialization of biopharmaceuticals, as well as
other areas, which have been independently developed by KBI Biopharma and its personnel), certain of which
may be used, improved, modified or developed by KBI Biopharma in the course of rendering the Services
(collectively, “ KBI Biopharma Process Technology ”). KBI Biopharma , and KBI Biopharma 's personnel,
shall retain exclusive right, title and interest in and to all KBI Biopharma Process Technology and improvements
thereto, subject to the license granted in Section 14.2 above.

11
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Indemnification

Indemnification by KBI Biopharma  KBI Biopharma will indemnify, defend and hold harmless Client and

its shareholders, directors, officers, employees and agents (each, a “ Client Indemnitee ") from and against all
costs, losses, expenses (including reasonable attorneys' fees) and direct damages (collectively, “ Losses ”)
resulting from all lawsuits, claims, demands, actions and other proceedings by or on behalf of any third party
(collectively “ Claims ") to the extent arising out of or resulting from: (i) KBI Biopharma 's material breach of any
covenant, obligation or warranty, or a failure of any material representation made hereunder by KBI Biopharma ;
or (ii) KBI Biopharma ’'s gross negligence or intentional misconduct, except in each case to the extent such
Claims or Losses arise from negligence or intentional misconduct on the part of a Client Indemnitee or a breach
of this Agreement by Client.

Indemnification by Client . Client will indemnify, defend and hold harmless KBI Biopharma and its shareholders,

directors, officers, employees and agents (each, a “ KBI Biopharma Indemnitee ") from and against all Losses
resulting from all Claims to the extent arising out of or resulting from: (i) Client’s material breach of any covenant,
obligation, or warranty, or a failure of any material representation made hereunder by Client; (ii) the development
(including the conduct of clinical trials in humans), handling, manufacturing, testing, storage, transportation,
disposal, marketing, commercialization (including any recalls, field corrections or market withdrawals),
distribution, promotion, sale or use of the Product or results or performance of the Services (including without
limitation as a result of any illness, injury or death to persons, including employees, agents or contractors of
Client or damage to property), subject to Section 15.1 above; (iii) Client's gross negligence or intentional
misconduct; (iv) the infringement or alleged infringement as a result of, or arising from, the scope of the Services
(or execution thereof), the Client Materials or the Product on the intellectual property rights of a third party
(unless such infringement or alleged infringement arises from methods, processes or protocols in the sole
control of (as between Client or KBI Biopharma ) or otherwise elected to be used in the Services by
KBI Biopharma ), except in each case to the extent such Claims or Losses arise from negligence or intentional
misconduct on the part of a KBl Biopharma Indemnitee or a breach of this Agreement by KBI Biopharma .

Indemnification Procedure . If any Claim covered by Article 15 is brought:

15.3.1 the indemnified Party shall promptly notify the indemnifying Party in writing of such Claim, provided,
however, the failure to provide such notice within a reasonable period of time shall not relieve the indemnifying
Party of any of its obligations hereunder except to the extent the indemnifying Party is prejudiced by such failure
or delay;

15.3.2 the indemnifying Party shall assume, at its cost and expense, the sole defense of such Claim through
counsel selected by the indemnifying Party and reasonably acceptable to the other Party, except that those
indemnified may at their option and expense select and be represented by separate counsel;

15.3.3 the indemnifying Party shall maintain control of such defense and/or the settlement of such Claim;

15.3.4 the indemnified Party may, at its option and expense, participate in such defense, and if it so
participates, the indemnifying Party and the indemnified Party shall cooperate with one another in such defense;

15.3.5 the indemnifying Party will have authority to consent to the entry of any settlement or otherwise to
dispose of such Claim (provided and only to the extent that an indemnified Party does not have to admit liability
and such judgment does not involve equitable relief), and an indemnified Party may not consent to the entry of
any judgment, enter into any settlement or otherwise to dispose of such Claim without the prior written consent
of the indemnifying Party (not to be unreasonably withheld or delayed); and
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15.3.6 the indemnifying Party shall pay the full amount of any judgment, award or settlement with respect to
such Claim and all other costs, fees and expenses related to the resolution thereof; provided, however, that such
other costs, fees and expenses have been incurred or agreed, as the case may be, by the indemnifying Party in
its defense or settlement of the Claim.

16. Force Majeure

Except for each Party’s payment, confidentiality and indemnity obligations, the obligations of either Party under this
Agreement shall be excused during each period of delay caused by matters such as acts of God, strikes, supplier
delays, shortages of raw materials, power failure, government orders, sufferance of or voluntary compliance with acts of
government or governmental regulation (including without limitation, acts of the FDA or an applicable foreign equivalent),
or acts of war or terrorism, which are reasonably beyond the control of the Party obligated to perform (each, a “ Force
Majeure Event "). A Force Majeure Event shall not include a lack of funds, bankruptcy or other financial cause or
disadvantage. Nothing contained in this Agreement shall affect either Party’s ability or discretion regarding any strike or
other employee dispute or disturbance and all such strikes, disputes or disturbances shall be deemed to be beyond the
control of such Party. A Force Majeure Event shall be deemed to continue only so long as the affected Party shall be
using its commercially reasonable effort to overcome such condition. If either Party shall be affected by a Force Majeure
Event, such Party shall give the other Party prompt notice thereof, which notice shall contain the affected Party’'s
estimate of the duration of such condition and a description of the steps being taken or proposed to be taken to
overcome such Force Majeure Event. Any delay, or invalidity in the results delivered, in the performance of the Services
occasioned by any such cause shall not constitute a default under this Agreement, and the obligations of the Parties
shall be suspended during the period of delay so occasioned. During any period of any Force Majeure Event, the Party
that is not directly affected by such Force Majeure Event may take any reasonable action necessary to mitigate the
effects of such Force Majeure Event. If any part of the Services is invalid as a result of such disability, KBI Biopharma
will, upon written request from Client, but at Client’s sole cost and expense, repeat that part of the Services affected by
the Force Majeure Event.

17. Insurance

17.1  KBI Biopharma Insurance . KBI Biopharma shall secure and maintain in full force and effect throughout the
Term policies of insurance for (a) workers’ compensation in accordance with applicable statutory requirements,
employer’s liability in an amount not less than $1,000,000, and automobile liability in an amount not less than
$1,000,000, (b) commercial general liability in an amount not less than $2,000,000 per occurrence and
$2,000,000 in the aggregate, and (c) products liability in an amount not less than $2,000,000 per occurrence and
$2,000,000 in the aggregate.

17.2  Client Insurance . Client shall secure and maintain in full force and effect throughout the Term, and for a period
of three (3) years after completion of any clinical trials in which any Product provided under this Agreement is
used, policies of insurance for (a) workers’ compensation in accordance with applicable statutory requirements,
employer’s liability in an amount not less than $1,000,000, and automobile liability in an amount not less than
$1,000,000, (b) primary and noncontributory commercial general liability in an amount not less than $2,000,000
per occurrence and $2,000,000 in the aggregate, (c) primary and noncontributory products/completed
operations liability in an amount not less than $5,000,000 per occurrence and $5,000,000 in the aggregate, and
(d) primary and noncontributory umbrella liability in an amount not less than $5,000,000 per occurrence and
$5,000,000 in the aggregate. KBI Biopharma shall be added as an additional insured on each policy herein,
except the worker’'s compensation policy, and each such policy shall require that KBI Biopharma be provided not
less than thirty (30) days notice prior to its cancellation. Client shall provide a waiver of subrogation in favor of
KBI Biopharma with respect to each policy above.
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18. Independent Contractor; Non-Solicitation

18.1  Independent Contractor . KBI Biopharma shall perform the Services as an independent contractor of the Client.
The relationship between the Parties shall not constitute a partnership, joint venture or agency nor constitute
either Party as the agent, employee or legal representative of the other. The Parties agree that neither shall
have power or right to bind or obligate the other, nor shall either hold itself out as having such authority.

18.2  Non-Solicitation . During the Term of this Agreement and for one (1) year thereafter, each Party agrees not to
directly or indirectly solicit to hire or hire (in any capacity) any person who is an employee, contractor, consultant
or representative of the other Party; provided that newspaper, internet or other advertisements to fill job
openings shall not be deemed to be “solicitation” hereunder. Any exceptions to this provision must be in writing
and signed by each Party and, for each person that is hired in such manner, the hiring Party shall compensate
the other Party at the rate of 30% of such person’s annualized base salary.

19. Publicity

The Parties may agree in writing to issue press releases or public disclosures describing the general nature of the
Services provided hereunder. The use of the name, trademark, logo, or other identifying materials of either Party or its
employees in any publicity, advertising or promotional material shall require the other Party’s express prior written
consent.

20. Use of Intellectual Property Rights

Except as expressly stated in this Agreement, no intellectual property rights of any kind or nature are conveyed by this
Agreement and neither Party shall have any right, title or interest in or to the other Party's intellectual property rights for
any purpose whatsoever without such other Party's prior written consent.

21. Entire Agreement, Amendment, Construction, Precedence

This Agreement, any Proposal, and any applicable Quality Agreement constitute the entire agreement between the
Parties and supersede all prior and contemporaneous negotiations, representations, commitments, agreements and
understandings between the Parties (whether written or oral) relating to the subject matter hereof. This Agreement may
not be amended or modified without the mutual written consent of both Parties. Each Party has had the opportunity to
consult with counsel in connection with the review, drafting and negotiation of this Agreement. Accordingly, the rule of
construction that any ambiguity in this Agreement shall be construed against the drafting Party shall not apply. In the
event of any conflict among the components of this Agreement, the following order of precedence shall apply: (i) the
terms and conditions of the Agreement, (ii) the Quality Agreement (if existing), and (iii) the Proposal. If Client chooses to
issue a purchase order for the delivery of the Services or any component thereof, such purchase order should reference
this Agreement and shall be issued solely for the convenience of Client and to provide subject matter description;
however, any legal terms and conditions contained therein shall be of no effect.

22. Choice of Law

This Agreement shall be construed and enforced in accordance with the laws of and in the venue of the State of North
Carolina, without regard to its, or any other jurisdiction’s, rules regarding conflicts or choice of laws. The Parties waive
application of the provisions of the 1980 U.N. Convention on Contracts for the International Sale of Goods, as amended.
23. Dispute Resolution

23.1 [nitial Attempts to Resolve Disputes . If a dispute arises between the Parties in connection with this Agreement,
the respective presidents or senior executives of KBI Biopharma and Client shall first
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23.2

23.3

23.4

24.
241

24.2

meet as promptly as practicable and attempt to resolve in good faith such dispute. If such parties cannot resolve
the dispute within thirty (30) days after written notice given by one Party to the other specifically invoking this
stage in the dispute resolution procedure, either Party may by written notice to the other commence the
arbitration process set forth in Section 23.2 below.

Arbitration . If a dispute has not been resolved by negotiation as provided in Section 23.1 above, then, except
as otherwise provided in this Section 23.2, the dispute will be finally settled by binding arbitration in accordance
with the Commercial Arbitration Rules of the AAA then in effect, by three (3) arbitrators, one of whom will be
designated by each Party and the third of whom will be designated by the two so designated. The arbitration
shall be conducted in English and held in Durham, North Carolina for an arbitration initiated by Client or in Los
Angeles, California for an arbitration initiated by KBI Biopharma . The arbitrators will render their award in
writing and, unless all Parties agree otherwise, will include an explanation in reasonable detail of the reasons for
their award. Judgment upon the award rendered by the arbitrators may be entered in any court having
jurisdiction thereof. The Parties expressly waive any putative right they may otherwise have to seek an award
arising out of any dispute hereunder of punitive damages or any other damages limited or excluded by this
Agreement. The arbitrator will have the authority to grant injunctive relief and other specific performance. The
arbitrator will, in rendering its decision, apply the substantive law of the State of North Carolina, without regard to
its conflict of laws provisions. The decision and/or award rendered by the arbitrator will be final and non-
appealable (except for an alleged act of corruption or fraud on the part of the arbitrator).

Expenses . All expenses and fees of the arbitrators and expenses for hearing facilities and other expenses of
the arbitration will be borne equally by the Parties unless the Parties agree otherwise or unless the arbitrators in
the award assess such expenses against one of the Parties or allocate such expenses other than equally
between the Parties. Each of the Parties will bear its own counsel fees and the expenses of its witnesses
except (i) to the extent otherwise provided in this Agreement or by applicable law or (ii) to the extent the
arbitrators in their discretion determine for any reason to allocate such fees and expenses among the Parties in
a different manner. Any attorney or retired judge who serves as an arbitrator will be compensated at a rate
equal to his or her current regular hourly billing rate unless otherwise mutually agreed upon by the Parties and
the arbitrator.

Interlocutory Relief .  Compliance with this Article 23 is a condition precedent to seeking relief in any court or
tribunal in respect of a dispute, but nothing in this Article 23 will prevent a Party from seeking interlocutory relief
in the courts of appropriate jurisdiction provided in Article 22, pending the arbitrator's determination of the merits
of the controversy, if applicable to protect the Confidential Information, property or other rights of that Party.

Assignment and Delegation

Assignment . This Agreement between the Parties shall not be assigned in whole or in part by either Party
without the prior written consent of the other, which consent shall not be unreasonably withheld or delayed;
provided, however, either Party may assign this Agreement in its entirety without the other Party’s consent, upon
written notice to the other Party, as part of: (a) the sale of all or substantially all of the assets or the entire
business to which this Agreement relates, or (b) a merger, consolidation, reorganization or other combination
with or into another person or entity, in each case, pursuant to which the surviving entity or assignee assumes in
writing the assigning or merging Party’s obligations hereunder. Any attempt to assign, or purported assignment
of, this Agreement in contravention to this Section 24.1 shall be void ab initio and of no effect. This Agreement
shall be binding upon and inure to the benefit of the Parties hereto and their respective successors and
permitted assigns.

Delegation . Neither Party may delegate any performance under this Agreement; however, performance of the

Services hereunder may be delegated or subcontracted by KBI Biopharma with the written consent of Client and
provided KBI Biopharma shall remain responsible for performance
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25.
251

252

25.3

25.4

of the Services and liable for all obligations under this Agreement.
Term and Termination

Term . The term of this Agreement (the “Term” ) shall be from the Effective Date until the third anniversary
thereof, unless extended or earlier terminated as provided herein. If the Services have not been completed at
the end of the initial term, the Term will thereafter be extended for successive one year periods until the Services
have been completed. Additionally, the Agreement may be terminated sooner as provided in Section 25.2 or
25.3, or the Term may be extended by written agreement of the Parties.

Termination without Breach . Client may terminate this Agreement or a Proposal prior to completion of the
Proposal by providing sixty (60) days written notice to KBI Biopharma , subject to the conditions of this Section
25.2. Upon receipt of such notice of termination, KBI Biopharma will promptly scale down the affected portion of
the Proposal and use reasonable commercial efforts to avoid (or minimize, where non-cancellable) additional
expenses. It is understood between the Parties that KBI Biopharma will incur substantial costs for reservations
of resources and planning in order to undertake the provision of Services. Therefore, in the event that this
Agreement or a Proposal is terminated for any reason other than (i) by Client for KBI Biopharma ’s material
breach in accordance with Section 25.3 or (ii) by Client in accordance with Section 25.4, Client shall pay
KBI Biopharma upon receipt of invoice all of its costs for Services performed and expenses incurred or
irrevocably obligated related to the Proposal and wind down of activities, plus, as liquidated damages and not as
a penalty, an amount equal to the greater of (a) twenty percent (20%) of the cost of the Services not yet
performed as of the effective date of termination for any Proposal terminated under this Section 25.2; or (b) the
amounts due pursuant to Section 7.3 for cancellation of any manufacturing runs scheduled within 180 days of
the termination. Such costs and liquidated damages will be deducted first from any payments previously made
but not otherwise spent under the Agreement, provided further that after such costs and liquidated damages are
deducted any unspent funds shall be returned to Client.

Termination for Breach . In the event of a material breach of this Agreement by a Party that is not cured within
thirty (30) days of written notice of such breach by the non-breaching Party, the non-breaching Party may
terminate this Agreement or a Proposal immediately upon written notice. Upon such termination,
KBI Biopharma will promptly scale down the affected portion of the Proposal and use its reasonable commercial
efforts to avoid (or minimize, where non-cancellable) additional expenses. It is understood between the Parties
that KBI Biopharma will incur substantial costs for reservations of resources and planning in order to undertake
the provision of Services. Therefore, in the event of termination under this Section 25.3 by KBI Biopharma ,
Client shall pay KBI Biopharma upon receipt of invoice all of its costs incurred or irrevocably obligated related to
the Proposal and wind down of activities, plus, as liquidated damages and not as a penalty, an amount equal to
any funds previously paid but not spent under the Proposal. In the event KBI Biopharma is able to resell to any
third party the processing capacity that would have otherwise been used to perform the Services,
KBI Biopharma and Client shall negotiate in good faith a reasonable refund to Client, with consideration of the
costs and expenses incurred by KBI Biopharma in reselling the capacity and providing services to third parties.

Bankruptcy . This Agreement may be terminated upon written notice by a Party in the event: (i) the other Party
voluntarily enters into bankruptcy proceedings; (ii) the other Party makes an assignment for the benefit of
creditors; (iii) a petition is filed against the other Party under a bankruptcy law, a corporate reorganization law, or
any other law for relief of debtors or similar law analogous in purpose or effect, which petition is not stayed or
dismissed within thirty (30) days of filing thereof; or (iv) the other Party enters into liquidation or dissolution
proceedings or a receiver Is appointed with respect to any assets of the other Party, which appointment is not
vacated within one hundred and twenty (120) days. Notwithstanding the foregoing, all rights and licenses
granted under or pursuant to this Agreement by KBI Biopharma to are and shall be deemed to be, for purposes
of Section 365(n) of the U.S. Bankruptcy Code, licenses of rights to “intellectual
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property” as defined under Section 101(52) of the US. Bankruptcy Code. KBI Biopharma agrees that Client, as
a licensee of such rights under this Agreement, shall retain and may fully exercise all of its rights and elections
under the U.S. Bankruptcy Code. Without limiting the foregoing, the Parties further agree that if a bankruptcy
proceeding is commenced by or against KBI Biopharma then, in the event it rejects this Agreement pursuant to
Section 365 of the U.S. Bankruptcy Code or otherwise applicable law and Client elects to retain its rights
hereunder pursuant to Section 365(n) of the U.S. Bankruptcy Code or otherwise applicable law, the other Party
shall be entitled to a complete duplicate of (or complete access to, as appropriate) any such intellectual property
and all embodiments of such intellectual property. The Parties further agree, without limiting the foregoing, that
unless and until KBI Biopharma rejects this Agreement pursuant to applicable law, KBI Biopharma shall perform
all of its obligations hereunder or immediately provide to Client a complete duplicate of (or complete access to,
as appropriate) any such intellectual property and all embodiments of such intellectual property, and the same, if
not already in Client’'s possession,

25,5  Effects of Termination . Upon termination of this Agreement for any reason, each Party shall, as soon as
practicable, but in any event within ten (10) business days of the effective date of termination, return to the other
all Confidential Information which it possesses that belongs to the other Party, except that each may retain a
copy in its law department for record keeping purposes. Upon termination of this Agreement, KBI Biopharma
will furnish to Client a complete inventory of all work in progress and an inventory of all Product processed
pursuant to the Proposal. Upon termination of this Agreement, neither Party shall use or exploit in any manner
whatsoever any intellectual property rights or Confidential Information of the other Party, excepted as may be
specifically provided in this Agreement. Notwithstanding the foregoing, any rights or licenses granted under
Article 14 for any Proposal that is substantially completed shall remain in full force and effect provided Client has
pays all amount due under such Proposal for work completed. With respect to the liquidated damages set forth
in Section 25.2 and Section 25.3, the Parties acknowledge and agree that (i) actual damages would be difficult
or impracticable to ascertain, (ii) the amounts set forth in Section 25.2 or Section 25.3, as applicable, represent
the Parties reasonable estimate of such damages, and (iii) the amounts set forth in this Section 25.2 or Section
25.3, as applicable, are not unreasonable under the circumstances existing at the time this Agreement was
entered. In the event of a termination for any reason other than a material breach by Client, KBI Biopharma
shall assist in the transfer of all necessary, intellectual property, methods, processes, documentation and other
information necessary to allow Client to utilize the work product arising from the Services, including the licenses
granted hereunder, at the reasonable expense of Client.

26. Survival

Articles 4, 10, 11, 13, 14, 15, 19, 20, 21, 22, 23, 26, and Sections 7.4, 12.2.4, 17.2, 25.2, 25.3 and 25.5 hereof shall
survive termination or expiration of this Agreement. Expiration or termination shall not extinguish the rights and
remedies of either Party with respect to any antecedent breach of any of the provisions of this Agreement or payments
due or earned under this Agreement.

27. Severability

In the event that any one or more of the provisions of this Agreement should be held for any reason by any court or
authority having final jurisdiction over this Agreement, or over any of the Parties to this Agreement, to be invalid, illegal,
or unenforceable, such provision or provisions shall be reformed to approximate as nearly as possible the intent of the
Pff%trties(,1 and if not reformable, shall be divisible and deleted in such jurisdictions; elsewhere, this Agreement shall not be
affected.

28. Waiver and Remedies
The delay or waiver (or single or partial exercise) by either Party hereto of any right, power, or privilege hereunder, or of

any failure of the other Party to perform, or of any breach by the other Party, shall not be deemed a waiver of any other
right, power, or privilege hereunder or of any other breach by or failure of
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such other Party, whether of a similar nature or otherwise. Any such waiver must be made in writing. Except as may
otherwise be specifically set forth in this Agreement, no remedy referred to in this Agreement is intended to be exclusive,
but each shall be cumulative and in addition to any other remedy referred to in this Agreement or otherwise available
under law or equity. No Party shall have any right of set off with respect to amounts it has an obligation to pay
hereunder. No provision of this Agreement shall in any way inure to the benefit of any third person so as to constitute to
any such person a third-party beneficiary of this Agreement or otherwise give rise to any cause of action in any person
not a Party hereto.

29. Counterparts

This Agreement, the Quality Agreement(s), the Proposal and any other attachment may be executed in counterparts,
each of which will be deemed an original but all of which together will constitute a single instrument. A facsimile or
electronic transmission of the above referenced documents, or a counterpart, shall be legal and binding on the Parties.
30. Headings

All article and section titles or headings contained in this Agreement, the Quality Agreement and the Proposal are for

convenience only, will not be deemed a part hereof or thereof, and will not affect the meaning or interpretation of this
Agreement.

[ Signature Page Follows .]
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In Witness Whereof, the Parties by their authorized representatives execute this Agreement as of the Effective Date.

KBI BIOPHARMA, INC. XENCOR, INC.
By: By:

Name: Name:

Title: Title:
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Attachment One: Proposal
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Exhibit 10.27
AMENDMENT TO LEASE

THIS AMENDMENT TO LEASE ("Amendment" ) is dated January 26, 2015 to be effective asnfidry 1, 2015, between
BF MONROVIA, LLC ("Landlord" ), a California limited liability company, and Xewrg Inc., a California corporation{enant” ).

Landlord and Tenant are parties to that certairséatated January 1, 2015Lease” ), pursuant to which Landlord leases to
Tenant Premises in a Buiding located at 111 WestdreStreet, Monrovia, CA, 91016. Landlord and Te¢m@sire to amend the Lease
to clarify certain provisions thereof. All capited terms not otherwise defined herein shall Htaeemeanings given such terms in the
Lease.

NOW, THEREFORE, for good and valuable considerattbe receipt and adequacy of which are hereby@aelauged, the
parties hereto agree to amend the Lease as follows:

1. Sections 8.1 and 8.2 of the Lease are delettgtinentirety and replaced with the following:

8.1 Landlord Obligation. Landlord shall be responsible for providing, ahall pay for water, gas, heat, light,
electricity, and other utilities and services neagg for Landlord’s operation and maintenance efdhthe Common Areas as provided
in this Lease, together with any taxes thereoncadits of which Landlord shall include in Operati@gsts. Additionally, Landlord
acknowledges that under the Prior Lease and abeoflate hereof, Tenant provides and pays for @ggtprovided to the entire
Building, under one account with Sempra Energy fivel accounts with Southern California Edison. Borlong as Tenant pays for
electricity provided to the entire Building, Landioshall reimburse Tenant: (a) one hundred perd@@%) of the cost of the Southern
California Edison Account No. 3-017-9216-81; anfif{tty percent (50%) of the cost of each of therea Energy Account and of the
Southern California Edison Account No. 3-020-21%5-0pon Tenant's delivery of the bills for such tsosTenant shall remain
responsible to pay one hundred percent (100%)eotdists of the remaining Southern California Edsotounts.

8.2 Tenafs Obligations Tenant shall be responsible for providing toRmemises, and shall pay for, all water,
gas, heat, light, electricity, telephone, cabléerinet service and all other utilities and servioesessary to the operation of Premises,
together with any taxes thereofiRremises Utilities”). Tenant shall make payments for the Premisdgigiidirectly to the provider
thereof prior to the date any bill for any suchriises Utilities is due. In the event it is necegda install any meters for the separate
metering of the Premises Utilities or any portibereof, Tenant shall pay for such metering diretilyhe utility or installer thereof,
except for any rewiring of the Premises for eledyiwhich Landlord only may elect to do, for whitandlord shall pay and not include
in Operating Costs.

2. Section 8.3 is amended to delete all referetoc&Bremises Electricity” therein.

3. Effect of Amendment This Amendment sets forth the entire agre¢rbetween the Parties with respect to the
matters set forth herein. In the event of a conflietween the provisions of this Amendment andehaf the Lease, the provisions of
this Amendment shall control. Except as set famthhis Amendment, the terms and provisions of ltkase are hereby ratified and
declared to be in full force and effect.

4. Signatures This Amendment may be executed in multiple ¢exparts, each of which shalll be deemed an origina
and together will constitute one instrument. Epalty may rely upon a facsimile or “pdf’ countenpaf this Amendment signed by the
other party with the same effect as if such paay received an original counterpart signed by sitblar party.



IN WITNESS WHEREOF, the parties hereto have exettitss Amendment on the date set forth above.

“LANDLORD ” “TENANT”

BF MONROVIA, LLC, a California limited XENCOR, INCa California corporation liability company

By: By:
Bonnie Burman, C-Trustee of the Name:
David Blum 1993 Family Trus Title:
Managing Membe

By: By:
Richard Rieder, C-Trustee of th¢ Name:
David Blum 1993 Family Trus Title:

Managing Membe

- Signature Page to Amendment to Lease-



Exhibit 23.1
Consent of Independent Registered Public Accountingirm

Xencor, Inc. _
Monrovia, California

We hereby consent to the incorporation by referémt¢lee Registration Statement on Form&(No. 333-191689) of
Xencor, Inc. of our report dated February 20, 20d8ating to the financial statements which appéathis Form 16-K.

/s/ BDO USA, LLP

Los Angeles, California
February 20, 201 5



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT T O SECTION 302 OF THE

SARBANES -OXLEY ACT OF 2002

I, Bassil I. Dahiyat, Ph.D., certify that:

1. | have reviewed this Annual Report on Form-K for the fiscal year ended December 31, 4 of Xencor, Inc.;

2. Based on my knowledge, this report does not comaynuntrue statement of a material fact or omstéte a material fa
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this ref

3. Based on my knowledge, the financial statement$ odimer financial information included in this repdairly present in al
material respects the financial condition, resofteperations and cash flows of the Company aaral,for, the periods
presented in this repo

4, The Company s other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd
procedures (as defined in Exchange Act Rules-15(e) and 15-15(e)) for the Company and ha

a)

b)

c)

5.

Designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigne:
under our supervision, to ensure that materiariméion relating to the Company, including its calidated
subsidiaries, is made known to us by others withase entities, particularly during the period inieh this report is
being preparec
Evaluated the effectiveness of the Comp’ s disclosure controls and procedures and presentbi report ou
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;
Disclosed in this report any change in the Comy’ s internal control over financial reporting thatomed during th
Company ' s most recent fiscal quarter (the Companfpurth fiscal quarter in the case of an anmepbrt) that has
materially affected, or is reasonably likely to evally affect, the Company ’ s internal controlko¥inancial
reporting; anc

The Company ' s other certifying officer(s) drithve disclosed, based on our most recent evatuafiinternal

control over financial reporting, to the Compars/auditors and the audit committee of the Companldard of directors (or persons
performing the equivalent functions):

a)

b)

All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial
reporting which are reasonably likely to advers#fect the Company ’ s ability to record, processsnmarize and
report financial information; an
Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
Company' s internal control over financial reportir

/s/Bassil I. Dahiya

Bassil I. Dahiyat, Ph.C
President & Chief Executive Offic

Date: February 20, 201 5



Exhibit 31.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER PURSUA NT TO SECTION 302 OF THE

SARBANES -OXLEY ACT OF 2002

I, John J. Kuch, certify that:

1. | have reviewed this Annual Report on Form-K for the fiscal year ended December 31, 4 of Xencor, Inc.;

2. Based on my knowledge, this report does not comaynuntrue statement of a material fact or omstéte a material fa
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading
with respect to the period covered by this ref

3. Based on my knowledge, the financial statement$ odimer financial information included in this repdairly present in al
material respects the financial condition, resofteperations and cash flows of the Company aaral,for, the periods
presented in this repo

4, The Company s other certifying officer(s) and | are responsiloleestablishing and maintaining disclosure cdstemd
procedures (as defined in Exchange Act Rules-15(e) and 15-15(e)) for the Company and ha

a)

b)

c)

Designed such disclosure controls and proceduresused such disclosure controls and procedures
designed under our supervision, to ensure thatriabieformation relating to the Company, includiitg
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod ir
which this report is being prepare

Evaluated the effectiveness of the Comp’ s disclosure controls and procedures and presenthis repor
our conclusions about the effectiveness of thdalsice controls and procedures, as of the endeopéhiod
covered by this report based on such evaluaticsh

Disclosed in this report any change in the Comy’ s internal control over financial reporting thatooed
during the Company ’ s most recent fiscal quattee Company ' s fourth fiscal quarter in the casaro
annual report) that has materially affected, aeasonably likely to materially affect, the regasir’ s interna
control over financial reporting; ar

5. The registran’ s other certifying officer(s) and | have discloskdsed on our most recent evaluation of internatrobover
financial reporting, to the Company ' s auditorsl éime audit committee of the Company ' s boardiaadors (or persons
performing the equivalent function:

a)

b)

All significant deficiencies and material weakneswethe design or operation of internal contraic
financial reporting which are reasonably likelyaiversely affect the registrant ’ s ability to nebgrocess,
summarize and report financial information; ¢
Any fraud, whether or not material, that involveamagement or other employees who have a significda
in the Compan” s internal control over financial reportir

/s/John J. Kuct

John J. Kuct
Vice President, Finance (Principal Financial Offi¢

Date: February 20,2015



Exhibit 32.1

CERTIFICATION
Pursuant to Section 906 of the SarbanesOxley Act of 2002
(Subsections (a) and (b) of Section 1350, ChapteB 6f Title 18, United States Code)

In connection with the Annual Report on Form-30of Xencor, Inc. (the “ Company ") for the periedded December 31,
201 4, as filed with the Securities and Exchangm@ission on the date hereof (the “ Report " Bdssil I. Dahiyat, Ph.D., as President

and Chief Executive Officer of the Company, certfyrsuant to 18 U.S.C. Section 1350, as adoptextipnt to Section 906 of the
SarbanesOxley Act of 2002, that to my knowledge:

1. the Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934, a:
amended; an
2. the information contained in the Report fairly @ets, in all material respects, the financial ctadi and results of
operations of the Compau.
Date:February 20, 2015 /s/Bassil |. Dahiya

Bassil |. Dahiyat, Ph.C
President & Chief Executive Offic

The foregoing certification is being furnished $pk® accompany the Report pursuant to 18 U.S.@380, and is not being
filed for purposes of Section 18 of the Securigshange Act of 1934, as amended, and is not tndoeporated by reference into any
filing of the Company, whether made before or afterdate hereof, regardless of any general incatipo language in such filing. A
signed original of this written statement requibgdSection 906 has been provided to the Companyéhde retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon request.



Exhibit 32.2

CERTIFICATION
Pursuant to Section 906 of the SarbanesOxley Act of 2002
(Subsections (a) and (b) of Section 1350, ChapteB 6f Title 18, United States Code)

In connection with the Annual Report on Form-30of Xencor, Inc. (the “ Company ") for the periedded December 31,
201 4, as filed with the Securities and Exchangm@ission on the date hereof (the “ Report ” John J. Kuch, as Principal Financial

Officer of the Company, certify, pursuant to 18 ICSSection 1350, as adopted pursuant to Secti6roBthe SarbanesOxley Act of
2002, that to my knowledge:

1. the Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934, a:
amended; an
2. the information contained in the Report fairly @ets, in all material respects, the financial ctadiand results o
operations of the Compar
Date:February 20, 2015 /sl John J. Kuct
John J. Kuct

Vice President, Financ

The foregoing certification is being furnished $pk® accompany the Report pursuant to 18 U.S.@380, and is not being
filed for purposes of Section 18 of the Securigshange Act of 1934, as amended, and is not tndoeporated by reference into any
filing of the Company, whether made before or afterdate hereof, regardless of any general incatipo language in such filing. A

signed original of this written statement requibgdSection 906 has been provided to the Companyvihide retained by the Company
and furnished to the Securities and Exchange Cosioni®r its staff upon request.



